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Foreword

By Sidney Kess

My 16 year-old granddaughter recently called to tell me that she had gotten
her driver’s permit. She studied for days for the test and wasn’t certain that
she passed until the very last question. All of this preparation was required
before she could even begin driving with the local driving school!
We all understand that you can’t be allowed out on the road without
adequate preparation, or havoc may ensue. The stakes are too high.
In fact, most of life’s major milestones and activities require some level
of preparation and education. And, yet, few consider financial education a
necessity before receiving their first paycheck.
And, so, they are left to wonder…
How can I make my money grow?
Will I ever be in control of my finances?
What is the difference between good debt and bad debt?
How do I improve my credit score?
Should I give my teen a credit card?
How should I fund my child’s college education and plan
for retirement?
Is there anything I can do to combat the financial pitfalls of divorce?
What’s the best way to choose a financial advisor?
How can I earn more, save more, and stretch my dollars?
This is why the CPA profession is committed to offering free financial
education to everyone. This book is just the latest effort to further that
mission, and I am very pleased that author Sharon Lechter is part of the
profession’s long line of contributors.
By combining the financial expertise and years of experience of 125
CPAs, this book helps you answer these questions and many more, providing you with a fast track to the financial knowledge everyone needs.
It is a perfect complement to the CPA profession’s volunteer effort
iii
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to improve the financial understanding of all Americans, 360 Degrees of
Financial Literacy. The American Institute of Certified Public Accountants’ corresponding website, www.360financialliteracy.org, offers free
and practical information to help everyone make sound financial decisions
through every stage of life. It has articles, helpful tools and calculators,
and an “Ask the Money Doctors” column where you can submit a question to be answered by CPAs who’ve attained the Personal Financial
Specialist (PFS) credential.
The AICPA’s other efforts on behalf of the CPA profession to support
wide-spread financial literacy include:
Feed the Pig (www.feedthepig.org): The AICPA’s public service
announcement campaign with the Ad Council to help 25–34 year olds
improve their saving habits for a more financially secure future.
360 Degrees of Taxes (www.360taxes.org): A website dedicated to
providing individuals and small businesses with tax season resources
and year-round tax planning guidance.
Total Tax Insights Calculator: (www.totaltaxinsights.org): A public
service of the AICPA to give taxpayers a clearer picture of the number
and types of taxes they pay throughout the year and their estimated
amounts.
Workplace Leaders in Financial Education (www.wlife.org): A
partnership with the Society for Human Resource Management to
recognize the exemplary efforts of employers to improve the financial
lives of their employees and to encourage employers to implement
workplace financial education programs.
In addition to the AICPA’s efforts, spreading the word about the importance of financial education is a profoundly personal mission for me as well.
I work closely with the AICPA’s Personal Financial Planning (PFP) Section
and actively participate in National Financial Literacy Month (April) and
National Estate Planning Awareness Week (third week of of October). Both
events are supported by the U.S. government because of the importance of
financial education to our country’s future.
I’ve been privileged to work in the fields of accounting and tax law
for 50 years and have taught more than 750,000 people over that time.
iv
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My overarching goal over all these years has been to help others navigate
through the complexities inherent in the financial world while they try to
build a comfortable future for themselves and their families.
I believe that good financial health is achievable and should not evoke
worry or weariness. Properly presented, financial knowledge can be exciting and empowering. Study this book—you’ll be amazed by the essays
shared by the contributing CPAs, such as: ‘The Next Steps, Life Lessons
from my Aunt Hickie’, written by Mackie McNeill of Covington, Kentucky.
As in the story shared by McNeill, many of the essays cover basic financial
lessons that are often passed from generation to generation, while other
essays cover ideas that are more technical and cutting edge.
I encourage you to take advantage of the resources provided by the
AICPA and your state CPA society. A wealth of information is yours free
of charge on their websites and from their members! In fact, a click is all it
takes to learn the “best-kept secrets” of financial health.
Sidney Kess, CPA, JD, LL.M., AEP® (Distinguished) is of counsel at
Kostelanetz & Fink, LLP, New York, NY and was recently selected “Most
Influential Practitioner” by CPA Magazine. He is a nationally renowned
tax expert and author/coauthor of hundreds of tax books on financial and
estate planning. Having lectured to more than 750,000 practitioners on tax,
financial, and estate planning, he is one of the nation’s best known lecturers
in continuing professional education.
Mr. Kess received the 2011 AICPA’s Gold Medal Award for Distinguished Service, which is given to individuals who have made a major
contribution to the CPA profession and is the highest award granted to a
CPA by the Institute.
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About the Author
A life-long education advocate, Sharon Lechter is
the founder and CEO of Pay Your Family First, a
financial education organization, and YOUTHpreneur, an innovative new way to spark the entrepreneurial spirit in our children.
In 2009 Sharon was appointed to the National
CPA Financial Literacy Commission as a national
spokesperson on the topic of financial literacy. In
2008 Sharon was appointed to the first President’s
Advisory Council on Financial Literacy. The Council served both President Bush and President Obama, advising them on the need for financial
literacy education.
Sharon is an entrepreneur, author, philanthropist, educator, international
speaker, licensed CPA, Chartered Global Management Accountant and,
most importantly, a mother and grandmother. She has been a pioneer in
developing new technologies, programs, and products to bring education
into children’s lives in ways that are innovative, challenging, and fun, and
remains committed to education—particularly financial literacy. In 1989
she joined forces with the inventor of the first electronic “talking book” and
helped him expand the electronic book industry to a multi-million dollar
international market. Since 1992, she has dedicated her professional life
and directed her entrepreneurial efforts in the creation and distribution of
financial education books, games, and other experiential learning products.
Her financial literacy board game ThriveTime for Teens, an innovative, experiential, and fun life and money reality game, has gained
recognition with coveted awards including the GOLD Mom’s Choice
Award, Creative Child Magazine’s 2010 Game of The Year, Dr. Toy’s
Best Vacation Product, and a five-star rating from WTS Toy Reviews.
Recognized as an expert on the topics of financial education for children
and entrepreneurship.
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she has been an entrepreneur dedicated to financial literacy.
For more information about Sharon visit www.sharonlechter.com
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Preface
F

inally… a book on money for you, written by the experts.
If you had heart problems, you would immediately seek the advice of
heart specialists. If you had a problem with your car, you would take it to
an auto mechanic. Then why don’t more people in financial difficulty seek
the advice of a CPA? To encourage people to get expert advice about their
finances, the American Institute of CPAs has a mission to reach out and ensure that people know about the expertise and assistance CPAs can provide.
CPAs are in a unique position. They see how all their clients make financial
decisions, and they see the results, both good and bad, of those decisions.
Over the last several years, the CPA profession has created a comprehensive financial literacy program—360 Degrees of Financial Literacy—to
help Americans achieve long-term financial success. A robust website
(www.360financialliteracy.org) is the centerpiece of the program with tools,
calculators, and advice to help Americans understand and manage their
financial needs during 10 life stages, from childhood to retirement.
Now for the first time and in celebration of its 125th anniversary, the
AICPA has brought CPAs together to write this book, which is a complement to the website. Being a CPA for over 35 years, I was extremely
honored to be asked to lead this effort on behalf of my profession. The
contributors come from all over, from small firms and large firms. Some
of them are in private industry and others are college professors. They are
united in one mission: to create a reference manual for everyone looking
to improve their financial situation. Many of the stories they share come
from their personal financial situations, and include lessons they learned as
young children and young adults.
I know what you are thinking…a book written by CPAs. How boring
that must be. You will be pleasantly surprised, and I guarantee you will
have a few good laughs as you ride the roller coaster of financial mistakes,
recoveries, and eventual successes that we share.
ix
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Experience truly is the best teacher. This book is chock-full of incredible
tips and money saving strategies from CPAs, and it will most certainly speed
you on your way to building a financial foundation for you and your family!
How do we begin? Ted Landis, a CPA from Colmar, Pennsylvania,
describes the many elements of analyzing and understanding your
financial health.

How Is Your Financial Health?
Have you ever considered the benefits of a financial checkup? Just
as a physical checkup can let us know how we are and possibly
prevent future problems, so can a financial checkup.
A financial checkup can be targeted toward a specific issue, like
planning for the cost of a child’s college education, or it can be a very
broad overview of your current financial situation.
Some of the common items which should be reviewed at least
annually include the following: loan, mortgage and credit card
balances, retirement plan goals and account balances, investment
balances and allocations, college funding for children or grandchildren, medical and long-term care planning, adequacy of your life
and disability insurance, benefits available from your employer, and
general tax and estate planning.
A review of your various loan, mortgage, and credit card balances
should include the balances, terms, and interest rates of each. With this
information, it is possible to determine if any are carrying an excessive
interest rate which should be targeted for early payoff, or possible remortgage. Possibly, a home equity loan or line of credit could be used
to pay off any non-deductible auto or credit card balances.
A review of your retirement plan goals and account balances is very
important. Do you have any idea how much you will need for retirement? If you do not have a plan or a goal, it will be impossible to
properly judge how you are doing. Once you have a goal it is important
to annually review how well you are advancing toward your goal. A
review of your general non-retirement plan investments and allocations
should be done every year. Do you have enough readily available cash
x
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to meet living expenses if you or your spouse were to be out of work for
a couple of months?
Many employers offer a wide range of benefit plan options for
their employees. Since these options often change, it is important to
annually review what options are available and which are the most
advantageous for you.
In addition to all of these, the tax and estate laws are constantly
changing. It is always important to annually review your specific situation to be sure you are taking advantage of all the tax deductions and
credits available to you. Also, you want to be sure your will and estate
plans are up to date to meet your goals based on the current gift and
estate tax laws.
So, is it time for you to have a financial checkup?
Theodore Lee Landis, CPA, CFP®
Pritchard, Bieler, Gruver & Willison, P.C.
Colmar, PA
Though it may seem like a daunting task, we will address these various
issues and share simple steps you can take in each of these areas to dramatically improve your financial life. The book is divided into several sections
so you can choose to read it in its entirety or seek information on any
specific financial topic more quickly.
The Basics
Money and Relationships
Raising Financially Savvy Children
Plan for the Future
You Are Not Alone
Thank you for your interest in your own financial well-being. May your
future be blessed with success!
All the best,
Sharon L. Lechter
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Section 1:
The Basics

Chapter 1:
Goal Setting

“If you don’t know where you are going, you’ll
end up someplace else.”
- Yogi Berra

“Goals are the fuel in the furnace of achievement.”
- Brian Tracy, Eat That Frog

Save Wisely, Spend Happily

W

hat were your New Year’s resolutions? More than likely they all established some sort of goal for you to attain. “I will lose 50 pounds by June.” “I
will exercise at least 3 times every week.” “I will increase my business profits
by 25% this year.” “I will find a new house in a better neighborhood.” Setting
a goal is easy. Achieving it requires dedication, focused effort, and persistence.
When you set a goal, you are making a choice to direct your efforts
toward a desired outcome. Just making that choice can be empowering and
provide the focused energy you need to spur your effort toward success. For
example, if you want to increase the number of miles you run per day from
one to two, simply stating the goal may provide you with the renewed vigor
and persistence needed to successfully achieve the goal.
There are many ways to engage in goal setting, but none will create
sustainable success unless you change your behavior to achieve the goal.
When we combine goal setting with money matters, it gets even more complex. The emotions that surround money and our relationship with money
can derail us from our goals quickly if we are not focused and committed to
changing our behavior.
The process I find the most useful in setting goals for both my personal
and professional lives is to develop SMART goals. SMART is a mnemonic
believed to have originated with the November 1981 issue of Management
Review by George T. Doran:1
S
M
A
R
T

      -      
      -      
      -      
      -      
      -      

Specific
Measurable
Attainable
Relevant
Time-bound

SMART GOALS
Specific
A specific goal will focus your attention on a specific outcome. It usually
addresses the six “W” questions. Who else is involved in achieving my
goal? What do I want to accomplish? When do I want to accomplish my
Source: Doran, G. T. (1981). There’s a S.M.A.R.T. way to write management’s goals and objectives.
Management Review, Volume 70, Issue 11(AMA FORUM), pp. 35-36.
1
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goal? Where do I want to achieve my goal? Why is it important for me to
achieve my goal? Which obstacles or issues stand in the way of achieving
my goal?

Measurable
The ability to measure progress toward your goal is essential to help you
stay on track, reach target benchmarks and dates, and most importantly, to
experience the exhilaration of achievement that keeps you motivated. The
unit of measurement needs to address one or more of the following: how
much, how many, and how will I know when the goal is achieved?

Attainable
Your goal should be realistic and reachable while at the same time making you stretch just a little outside of your comfort range. That little extra
stretch helps motivate you to achieve something that is important to you
and helps you figure out ways you can make your goal reality. It creates the
positive attitude, ability, skill, and financial capacity that helps you identify
previously overlooked opportunities to reach the goal. It will help you chart
a course of how you will accomplish your goal.

Relevant

Does reaching your goal really matter to you? The more achieving a goal
matters to you, your family, or your team, the more relevant it becomes.
Simply ask yourself: Is the goal worthwhile? Is this the right time for this
goal? Does it align with my other efforts and goals? A relevant goal will
answer these questions with a resounding, “Yes!”

Time-bound
Often the day-to-day grind of life makes us lose focus on our SMART
goals. Setting a timeframe with a target date for completion creates a
sense of urgency and keeps your focus on the intended outcome. Start
with the big picture, “When must I complete the goal?” and then break
it down into smaller achievable milestones. “What can I do today, this
week, or this month.”

5
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SMART GOAL APPLICATION
Reality often dictates that our goals be revisited—and revised. The past few
years of economic turmoil have forced many of us to revisit our financial
goals and objectives with the sobering understanding that our previously set
goals and expectations are no longer realistic. Many people feel disenfranchised and angry about the impact the economy has had on their nest-eggs
and retirement savings. Several CPAs from around the country share how
they helped their clients weather the economic storm by focusing on their
goal-setting process and finding the initiative and persistence to persevere.
Angie M. Grainger, a CPA from California, shares the following two stories.

5 Steps to Stay on Track with Your Goals
No more long days on patrol. It’s finally time to relax and
enjoy life. I chose a career as a police officer because I knew
that it would give me a secure retirement. – Sam

After working more than two decades in dangerous places and
sacrificing many other desires, Sam and his wife Lisa were ready
for retirement. After he retired, Sam went back to school to follow
his passion for computers and when he finished, launched a small
technology consulting business. However, the excitement soon wore
off when Sam realized that his part-time retirement gig was not something he was truly doing for pleasure, but something he had to do to
make ends meet. This was not the retirement that he had anticipated.
Despite having saved and planned for retirement, Sam and Lisa had
refinanced their home a few times and now were underwater—they
owed more than it was worth. In addition to their 25-year mortgage,
Sam and Lisa had credit card debt as well as unanticipated start-up
costs for Sam’s consulting business.
Through a money coaching process, Sam and Lisa were able to
redefine their life based on meaningful goals and heart-values, and
create a plan to reshape their retirement based on the reality of their
current current situation. To achieve these new goals, however, they
had to become disciplined and consistent.
6
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The steps they took may help you in designing your own goalsetting process.
1. Clearly define your 5-year goals. Start with a clear picture of
what you want. A 5-year picture is best, any longer may appear
unachievable. Being clear about what you want will allow you to
create a meaningful and happy life. (For instance, “I want to be
debt-free in 5 years.” “I want to buy a house in 5 years.” “I want
to have a 10-day vacation next year.”) As you set your goals, be
sure to include your spouse or significant other. Your likelihood of
success will be greater if you work together as a team to achieve
your goals.
2. Create short-term targets. Once you have a 5-year picture, break
it into short-term targets. Start with a target goal for 1 year from
now and then break that 1 year target into 90-day mini-targets.
Include all areas of your life that need to be adjusted, not just your
financial goals. Set targets for your financial life related to savings,
debt, income, and spending; but also set targets for your career,
relationships, living situation, leisure, health, and anything else
that affects your happiness.
3. Work a weekly task list. With your 90-day targets, the best way to
stay on track is to have a plan that encourages you to take action
daily. Start by setting a weekly time for your planning (I like Monday mornings at 9 a.m.). On a piece of paper, write your 90-day
targets on the left side, and on the right list the next steps that you
need to take this week. Breaking any goal into manageable tasks is
really important and will prevent you from becoming overwhelmed.
4. Honestly assess yourself. During your weekly planning, honestly
assess your progress. Celebrate your successes when you accomplish tasks and when you don’t, ask yourself why. A common reason
for procrastinating is that the task is just too big. For example, if
your task was to put $50 per week into a retirement account, and
you haven’t done that yet, perhaps there’s something that needs
to be done first. For example, the next step might be to determine
which type of account you will use. The next step from there would

(continued)
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(continued)

be to open the account. Then set up automatic payments. You see?
Breaking it down into smaller parts will help you actually take
action instead of procrastinating.
5. Don’t quit. This is probably the hardest step. When you get frustrated, overwhelmed, or too busy, it’s easy to forget or postpone
your tasks or to just plain give up. Don’t. Even if you’ve skipped
a few tasks, just pick up where you left off and get back on track.
When you’re trying to make changes in your life, you will run into
hard spots, resistance, confusion, or even anger. Learning to work
through these issues is how you’ll accomplish your goals.
Each Monday at noon, Sam and I sit down and discuss our
finances. Our weekly meetings help us have meaningful discussions, work together as a team, stay accountable, and put
structure in place so we can stop stressing about money and
enjoy our retirement. – Lisa

To accomplish your goals, you must stay on track—daily, weekly,
and monthly. These five steps will help you build a structure to gain
the discipline needed to actually achieve your goals, not just dream
about them.
Angie M. Grainger, CPA/PFS, CFP®
Rethink Money Coaching, Inc.
Santa Rosa, CA

SMARTER GOALS
Angie’s clients were able to deal with their emotions around money by creating a systematic plan to achieve their new goals. Instead of staying angry
and feeling victimized by the economic downturn, they took control of their
financial situation and created a roadmap for their future. As a result they
have lessened their stress about money and can now enjoy and celebrate
their achievements toward their new financial plan goals.
Once you start working toward your SMART goals, you’ll want to
make them SMART-ER. The E stands for “Evaluate” and the R stands for
“Reevaluate.” Sam and Lisa were forced to reevaluate their goals due to
8
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the economic downturn and as a result felt more in control of their destiny.
However, we all need to evaluate our goals periodically to see if they still
align to our own core values and dreams. Angie Grainger’s second story
tells how Shawn and Lori made the choice to revise their goals due to an
unexpected opportunity.

6 Key Questions to Ask When Making Sound
Financial Decisions
We were excited to get the call that our youngest son was
on a surprise leave from his tour in Afghanistan. It wasn’t
in our budget to take another trip this year; however, we
understood the effect that an unanticipated trip would have
on our goals, and decided we were willing to accept the
consequences. We picked up the phone and made our travel
arrangements to Florida to spend the weekend with him.
– Shawn and Lori

Working with Shawn and Lori over the past couple years as their
money coach, I helped create a decision process that allows them
to confidently make decisions. It’s not easy to choose between your
kids or your retirement, your fun or your responsibilities, but understanding how to make decisions that support your values and create
a satisfying life can be empowering.
When faced with tough choices, ask yourself these six questions and
your choice will become clearer:
1. Am I clear on my long-term goals and short-term targets? If
you’re not clear on your goals, then how do you know what criteria to use in making decisions? More often than not, it becomes
your emotions that determine how those decisions are made.
Making short-term emotional decisions does not help you achieve
the long-term outcomes that you desire. It’s much easier to make
a decision by knowing whether it will get you closer to or further
from your long-term goals.
2. Have I reviewed my current financial progress? Making an
honest assessment of where you are right now, both financially and

(continued)
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(continued)

3.

4.

5.

6.

10

with the progress of your life goals, will help you understand the
consequences. If you understand where you want to be, and you
properly assess where you are today, you will be able to see how
your decision will affect your progress.
What are the underlying values of your options? In each decision
you make, you are choosing between your values. For example, if
you want to take your kids to a baseball game instead of buying
a birthday present for your mother, you are choosing between
creating fun experiences for your children or expressing your love
and care for your mom. Once you understand what the underlying
values are, it will be easier to assess which value is more important
to you at the time.
What will I have to give up when making this choice? Understanding that with each choice you make, not only do you gain
something you value, you also give up something as well. In the
last example, you’d have to give up the time, fun, and excitement
with your kids, or you’d have to give up a potentially cherished
moment with your mom. This is another way of helping you decide
which value is more important to you.
Which choice would I most regret if I didn’t choose it? Now that
you’re clear on your consequences, financially and emotionally,
one final test is to ask yourself which you’d regret most. Imagine
your life 5 or 10 years from now. If you had chosen one option
over the other, in this case your kids or your mom, can you know
which one you might regret most if you hadn’t chosen it? This will
help you assess the relative importance, but it also may trigger the
realization that you may need to make the time to accomplish both
in the future.
Are there other ways these options can be met? Here’s the best
part. You may be able to find a way to not have to make the choice
at all. After determining your core values, you may be able to find
other ways to fulfill those values that may not cost any money at
all. For example, you could BBQ at the river with your kids and
create a memorable experience, and you can frame a heart-felt
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poem for your mom and send it to her (and she’ll love you to
pieces for it!).
We were surprised how willing we were to give up that fancy
car we had dreamed of to have the ability to spend more time
with our family. –Shawn and Lori

Being clear on your goals and values significantly eases decision
making. Understanding these six questions gives you a process to help
you clarify what’s most important to you.
Angie M. Grainger, CPA/PFS, CFP®
Rethink Money Coaching, Inc.
Santa Rosa, CA
The story of Shawn and Lori is quite powerful and serves as a great
reminder that true success involves more than just financial well-being. By
understanding your own core values and making sure your financial goal
setting is in alignment with those core values, true success and happiness
becomes a reality.
So often we try to “keep up with the Joneses” by chasing materialistic
goals and sacrifice more meaningful and satisfying personal goals in the
process. Wouldn’t it be wonderful if we could all learn this early in life?
The following story by Jean-Luc Bourdon, a CPA from California, is
about his quest for the definition of success and how he learned at an early
age that a few core financial principles were all he needed.

Defining Financial Success
Years ago, my college roommate and I set out on a cross-country study
trip. One of our goals was to discover the common characteristics shared
by successful individuals. We organized our trip to coincide with regularly scheduled Rotary Club meetings in various communities, where we
would ask to be introduced to local community and business leaders.
From California to Georgia, we spoke with the “movers and shakers” of a cross-section of America: a union leader, a federal circuit
judge, several business executives, and many entrepreneurs from(continued)
vari11
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(continued)

ous industries. None of them offered us a “secret” to success. Rather,
the advice they offered us was good old common sense. These successful individuals had a few common threads, which included consistently
following their core principles (for example, “set goals,” “finish what
you start,” or “if you don’t ask you don’t receive”).
I find it fascinating that small and large successes were built on very
simple but consistent principles. As a CPA financial planner, I have
observed very large businesses that spelled out the principles on which
they were founded and found that many of my clients’ successes had
roots in simple principles as well.
My journey has allowed me to recognize the core principles that I
was raised with that continue to influence me today. My mother always
advised me to stretch my dollar and make the most of what I have.
Influenced by this sound wisdom, I was able to put myself through college, and I was creative in figuring out ways to earn the money I needed
to take my education further. For example, I started at a community
college and took classes by exam (such as CLEP exams). Stretching my
dollars is now an automatic way of doing things, like buying clothes on
sale or keeping the same car for many years.
In 2008, when the stock market tumbled, I wrote to my clients to
remind them of some of the core principles of investing:
•
•
•
•

No wind favors he who has no destined port.
A bird in the hand is worth two in the bush.
Don’t put all your eggs in one basket.
Good things come to those who wait.

This, I believe helped them maintain a disciplined investment
approach to reach their retirement goals. Finding and repeating
core principles and financial wisdom from our own experience or
others’ can become an automatic and compelling force to achieving our goals.
Jean-Luc Bourdon, CPA/PFS
BrightPath Wealth Planning, LLC
Santa Barbara, CA
12
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SO WHY DON’T PEOPLE SET GOALS?
If the formula for success is as easy as Jean-Luc suggests, why are so many
of us still struggling? Not only do many Americans fail to set goals for the
future, many simply struggle to make it from paycheck to paycheck. Instead
of facing the reality and setting goals to improve our financial situation, we
bury our heads in the sand. George Cohen, a CPA from Phoenix, Arizona,
shares that the economy goes through cycles. Maybe the failure to set goals
comes from people getting too comfortable during the good times.
Don’t drink the Kool-Aid. Understand that fiscal reality is cyclical.
Prepare for the down times by being prudent and thoughtful in the
good times.
George M. Cohen, CPA
McGladrey LLP
Phoenix, AZ
Melinda Workman, a CPA from Maine, seems to agree with George
Cohen. She believes the answer comes down to people living their lives
with “wishful thinking.” Her story highlights the importance of the power
of choice and how each of us can, and should, choose to set goals that
improve our financial lives.

Wishful Thinking
As a CPA who has been in the profession for more than 20 years, I
have encountered many individuals and couples who are in financial crisis. They have households that are in a perpetual state of
financial chaos and adult children who never seem to launch. I hear
a great deal of what I call “wishful thinking.” “I wish I knew where
all my money goes” or “I wish our son would be more financially
responsible.” Wishful thinking will not change our circumstances.
I wish I could be a super model and win the lottery. The reality is I
am only 5’0” and on the chubby side, and my chance of winning the

(continued)
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(continued)

Maine Powerball this week is 1:175,000,000. Luckily, we don’t need
wishful thinking to have financial peace of mind.
Wish #1: I wish I knew where all my money goes. Wish Granted:
Open all your mail daily and balance your checkbook monthly.
Track your income and expenses on paper or the computer to see
where you are actually spending your money.
Repeatedly, I have seen that people who feel out of control with
their finances don’t open their mail. It is like taking a Band-Aid off
a cut. Grit your teeth, grab the letter opener and rip the envelope
open. You can’t change what you won’t acknowledge.
You also need to track income and purchases and balance your
checkbook monthly. This involves keeping an ongoing balance
either in a checkbook register or by entering data into your spreadsheet daily. Yes, it is stressful and time consuming, but it will show
factually where and how you are choosing to spend your money
or using a credit card for purchases. It also will reveal how much
is being spent in relation to your monthly income. It will become
the cornerstone to preparing a workable budget which will lead to
financial peace of mind. Money can’t spend itself and has no ability
to move on its own. You choose how to earn it and you choose how
to spend it.
Wish #2: I wish our son would be more financially responsible.
Wish Granted: See wish 1. As parents you are the number one role
model for your children with regards to finances. Children are
superb mimes, so your actions speak louder than words.
If you don’t teach your children from an early age about money,
the credit card companies and banking institutions will happily do it
for you. Getting your own finances in order is your best teaching tool.
Allowing children to set goals and then allowing them to make
choices on how they spend their earnings or allowances in working toward those goals is important. Letting them live with their
choices, good or bad, is part of learning. Often as parents we try to
make it “all better” when our children make bad choices or suffer
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disappointments, but is that truly preparing our children to deal
with life as self-sufficient adults? Making mistakes, recovering from
them, and then realizing success is a healthy part of the learning
process. When your child sets a goal, and then makes good choices
and achieves that goal, you will see his or her self-esteem blossom.
Our children will thank us for being the role models they
witness every day. There is no substitute for financial peace in our
lives, and, once achieved, there is no purchase worth the risk and
price of financial chaos.
Financial peace of mind is available to all of us. As adults, it
takes a desire to make changes, the willingness to create a plan and
set achievable goals, and then just as importantly, the perseverance
to stick to that plan.

Melinda Workman, CPA, MBA
Coston & McIsaac, CPA’s
Bar Harbor, ME

IN SUMMARY
Melinda’s story highlights an important issue. It is hard to set a goal if
you don’t know where you are today, where you want to go, and when
you want to get there. If you are experiencing financial chaos right now,
force yourself to stop “wishful thinking” and get back in the driver’s
seat. Start by taking a moment to write down your goals—short-term and
long-term, personal and financial. Remember, “a goal is just a wish, until
you write it down.”
Then take the time to go through the SMART and SMARTER process
with each one of your goals, outlining and defining your commitment to
those goals. How committed are you to making each of those goals a reality? Be honest with yourself.
As you continue reading this book, particularly the next chapters on
budgeting, debt, and credit, make sure you keep your personal goals in
mind. As you read each chapter look for helpful suggestions, new ideas, or
exciting opportunities that will help speed you on your way to successfully
achieving your goals.
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“Budget: a mathematical confirmation of your suspicions.”
– A.A. Latimer

“My problem lies in reconciling my gross habits
with my net income.”
- Errol Flynn

Save Wisely, Spend Happily

D

o you ever wonder where your money goes each month? Does it seem
like you’re never able to get ahead? If so, you may want to establish a budget
to help you keep track of how you spend your money and help you reach your
financial goals. But first, let’s have a reality check. You have probably heard
the saying, “For things to change, you must change.” Clare Levison, a CPA
from Blacksburg, Virginia, shares her “secret formula” for financial success.

Secret Formula
No one can predict the future, not your financial advisor, not the
local palm reader, not even your CPA. If I had a guaranteed get rich
equation, I wouldn’t be sitting here at my computer typing this. I’d
be lying on a beach in Hawaii perfecting my tan and sipping one of
those drinks with an umbrella in it.
I can’t tell you when the stock market is going to recover. I can’t tell
you when the housing market is going to recover. And anyone who says
they can is, to put it frankly, full of it.
But there is a formula I’ve found to be true nearly all of the time, and
I’m willing to let you in on it for free.
Hard Work Plus Responsible Spending Equals Financial Success
Your income and expenses are the two things you have control over.
You can’t control the stock market or the housing market, and right
now you may feel like you can’t control the labor market. But even
with unemployment on the economic forefront, this is still America,
the land of opportunity, and opportunity exists around every corner
for those who are willing to work hard for it.
The second part of the formula, responsible spending, is just that
simple. For some reason we love to over complicate things. We discuss.
We analyze. We discuss some more. But let me make it simple. If you
want greater financial success, stop spending so darn much money. It’s
common sense. It’s not knowing what to do that’s the hard part. It’s applying it in your everyday life that’s difficult. It’s much easier to search
for the get rich quick answer than to focus on spending less, because
18
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spending responsibly is hard work. It requires budgeting, choosing, and
engaging your frugal mind.
So there it is…my secret formula. It isn’t glamorous, and it isn’t flashy.
It wouldn’t make for a very good infomercial, but it will put you well on
your way to a successful financial future.
Clare Levison, CPA
Blacksburg, VA
As Clare so aptly put it, your income and expenses are two things you
have control over. In order to seize that control, you first need to know what
your income and expenses are. HL Carpenter, a CPA from Ocala, Florida,
shares a great way to get over the chore of budgeting by changing the way
you view it.
Budgeting is not about what you have to give up. Budgeting is about
deciding what matters to you.
HL Carpenter, CPA
Ocala, FL
In the last chapter, we talked about goal setting. Now let’s focus specifically on your financial goals and how budgeting can help speed your way in
focusing on what matters most to you and achieving those goals.

EXAMINE YOUR FINANCIAL GOALS
Before you start to establish a budget, you should examine your financial
goals. First, make a list of your short-term goals, for instance a new car or
vacation, and your long-term goals, like your child’s college education or
your retirement. Next, for each goal, ask yourself: How important is it for
me to achieve this goal? How much will I need to save? Armed with a clear
picture of your goals, you can work toward establishing a budget that can
help you reach them. By focusing on the positive result of reaching your
goal, you will make the arduous process of making a budget and then sticking to it a little less painful.
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IDENTIFY YOUR CURRENT MONTHLY INCOME
AND EXPENSES
To develop a budget that is appropriate for your lifestyle, you’ll need
to identify your current monthly income and expenses. You can jot the
information down with a pen and paper, or you can use one of the many
software programs available that are designed specifically for this purpose.
Start by adding up all of your income. In addition to your regular salary
and wages, be sure to include other types of income, such as dividends,
interest, and child support. Next, add up all of your expenses. To see where
you have a choice in your spending, it helps to divide them into two categories: fixed expenses (housing, insurance, transportation, etc.) and discretionary or variable expenses (entertainment, vacations, hobbies). You’ll also
want to make sure that you have identified any out-of-pattern expenses,
or periodic expenses, such as holiday gifts, car maintenance, home repair,
and so on. To make sure that you’re not forgetting anything, it may help to
look through canceled checks, credit card bills, and other receipts from the
past year. Finally, as you list your expenses, it is important to remember
your financial goals. Whenever possible, treat your goals (like savings) as
expenses and contribute toward them regularly, thus paying yourself first.
Fixed vs. Variable Expenses
Fixed Expenses. Fixed expenses do not depend on your consumption
of a good or service. A fixed expense is a cost that does not change
from period to period or that changes only very slightly. Fixed expenses
are usually paid on a regular basis, such as week to week, month to
month, quarter to quarter, or year to year. Typical household fixed expenses are mortgage or rent payments, car payments, real estate taxes,
and insurance premiums.
Variable Expenses. Variable expenses change depending on your
consumption of a good or service. A variable expense is a cost that
changes significantly from period to period, such as week to week,
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month to month, quarter to quarter, or year to year. Typical household
variable expenses are household maintenance expenses such as painting or yard care, general expenses such as clothing, groceries, and car
maintenance and fuel, and utilities such as electricity, gas and water.
(Source: http://financialsoft.about.com/od/glossaryindexv/g)

Some sample budgeting worksheets can be found at:
www.savewiselyspendhappily.org
Here’s an example:
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Personal Monthly Budget
INCOME

Budget

Actual

Difference

Budget

Actual

Difference

Budget

Actual

Difference

Budget

Actual

Difference

Wages & Tips
Interest Income
Dividends
Gifts Received
Refunds/Reimbursements
Transfer From Savings
Other
Other
Total INCOME

SAVINGS
Emergency Fund
Transfer to Savings
Retirement (401k, IRA)
Investments
Education
Other
Total SAVINGS

EXPENSES
OBLIGATIONS
Student Loan
Other Loan
Credit Cards
Alimony/Child Support
Federal Taxes
State/Local Taxes
Other
Total OBLIGATIONS

DAILY LIVING
Groceries
Personal Supplies
Clothing
Cleaning
Education/Lessons
Dining/Eating Out
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Salon/Barber
Pet Food
Other
Total DAILY LIVING

HOME EXPENSES

Budget

Actual

Difference

Budget

Actual

Difference

Budget

Actual

Difference

Mortgage/Rent
Home/Rental Insurance
Electricity
Gas/Oil
Water/Sewer/Trash
Phone
Cable/Satellite
Internet
Furnishings/Applications
Lawn/Garden
Maintenance/Supplies
Improvements
Other
Total HOME EXPENSES

TRANSPORTATION
Vehicle Payments
Auto Insurance
Fuel
Bus/Taxi/Train Fare
Repairs
Registration/License
Other
Total TRANSPORTATION

HEALTH
Health Insurance
Doctor/Dentist
Medicine/Drugs
Health Club Dues
Life Insurance
Veterinarian/Pet Care
Other
Total HEALTH
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CHARITY/GIFTS

Budget

Actual

Difference

Budget

Actual

Difference

Budget

Actual

Difference

Budget

Actual

Difference

Gifts Given
Charitable Donations
Religions Donations
Other
Total CHARITY/GIFTS

SUBSCRIPTIONS
Newspaper
Magazines
Dues/Memberships
Other
Total SUBSCRIPTIONS

ENTERTAINMENT
Videos/DVDs
Music
Games
Rentals
Movies/Theater
Concerts/Plays
Books
Hobbies
Film/Photos
Sports
Outdoor Recreation
Toys/Gadgets
Vacation/Travel
Other
Total ENTERTAINMENT

MISCELLANEOUS
Bank Fees
Postage
Other
Other
Total MISCELLANEOUS
Total EXPENSES
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MONTHLY BUDGET SUMMARY

Budget

Actual

Difference

Total Income
Less Total Savings
Less Total Expenses
NET
(Copyright © 2008 Vertex42, LLC. All rights reserved. Adapted and reprinted with permission.)

EVALUATE YOUR BUDGET
Once you’ve added up all of your income and expenses, compare the two
totals. To get ahead, you should be spending less than you earn. If this is the
case, you’re on the right track, and you need to look at how well you use your
extra income. On the other hand, if you find yourself spending more than you
earn, you’ll need to make some adjustments. Look at your expenses closely
and cut down on your discretionary spending. And remember, if you do find
yourself coming up short, don’t worry! All it will take is some determination
and a little self-discipline, and you’ll get yourself on the right track.1

HOW DO YOU COMPARE?
One way to quickly see how you are doing with your budget is to compare
yourself to the national averages. The following chart, National Average
Budget Category Percentages of Net Income, indicates the percentage of
total spending related to various categories of expense. For example, it
shows that, on the average, housing expenditures make up 24% of the total
amount spent. These averages, based on statistics of what people actually spend gathered from the U.S. Bureau of Labor Statistics Consumer
Expenditure Survey, vary by family and location, so you may want to take
the additional step to research more specific averages for your personal
situation.

www.360financialliteracy.org/Topics/Budgeting-Spending/Budgeting-and-Saving/
Establishing-a-budget
1
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National Average Budget Category Percentages of Net Income
Category

Percent of Overall
Spending

Housing (mortgage/rent, Real estate taxes)

24%

Utilities (water, power, garbage collection)

8%

Food

14%

Clothing

4%

Medical/Healthcare

6%

Donations/Gifts to Charity

4%

Savings

9%

Entertainment and Recreation

5%

Transportation (car payments, gas, service)

14%

Personal/Debt Payments/Misc.

12%

It may be hard to compare yourself with the actual national averages,
and there are many variables that could be impacting your expense levels.
For instance, a housing budget percentage of 24% may be unreasonable
for someone living in New York City or San Francisco. For that reason
there are ranges, or guidelines, available that may better help you analyze
your specific situation. For instance, the following table shows the housing
expense recommended range to be between 25 and 35%. Most financial
pundits would agree that keeping your housing expenses under 30% is important if you want to meet your other financial goals. (Just remember that
when you rely on the percentage ranges below, the total of your personal
percentages should not exceed 100%!)
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Suggested Budget Guidelines
Category

Percent of Overall
Spending

Housing (mortgage/rent, Real estate taxes)

25–35%

Utilities (water, power, garbage collection)

5–10%

Food

5–15%

Clothing

2–7%

Medical/Healthcare

5–10%

Donations/Gifts to Charity

5–15%

Savings

5–10%

Entertainment and Recreation

5–9%

Transportation (car payments, gas, service)
Personal/Debt Payments/Misc.

10–15%
2–7%

(Source: http://ss.irchs.org/Jones/SPRING%202011/Where%20I%20Live/National%20Average%20Budget%20Category%20Percentages%20of%20Net%20Income.pdf)

How do your percentages compare to the chart above? Are there areas in
which you would like to make adjustments?

HOW TO GET ON TRACK
While budgets are fluid and change constantly, it is very important to start
somewhere. Make a time commitment to gather your expenses, credit card
statements, pay stubs, and bank statements and fill in the sample chart provided previously. Once complete, compare your results with these guidelines. You may instantly see an area where your actual expenses are way
too high, identifying a great place to start making changes. That is where
the most difficult task begins. A number of CPAs from across the country
have shared stories about how they and their clients mastered the budgeting process and got on track to better financial futures. Different strategies
worked for different people. You may identify the budgeting process that is
just right for you and your family.
Lauren Foster, a CPA from Detroit, Michigan, shares the practical and
common sense approach she employs in her own budgeting efforts.
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If You Don’t Know… Find Out!
Before I ever became a CPA or took my first accounting course at
school, I had been budgeting in one form or another. In the beginning, I used to take a piece of loose-leaf paper and merely write
down how much I was earning in tips at my part-time waitressing job. From there I added one column to show how much of that
money I was saving for the new Madonna CD or an expensive pair
of jeans that my mother would not pay for. As my wants grew, so
did the need to find a way to track my earnings and spending so I
could afford the things I desired. As an adult, my budget became
much more critical as I needed to support myself and never wanted
to live paycheck to paycheck. When I studied accounting in college,
I learned some additional tricks and more sophisticated methods for
budgeting, but the basic concept remains. Here are a couple of key
budgeting essentials that anyone (and everyone) can employ.
If you don’t know, find out:
• How much do you spend on fancy coffee a week?
• Are you paying late fees or bank charges on your bills and
accounts?
• Will you have enough extra money in the bank for your summer
vacation?
If you cannot answer these questions, then you may not be utilizing
a budget to manage your finances. I always saw knowledge as the
critical first step towards financial freedom. Tracking your spending
is the foundation of budgeting properly. While some of us may have
learned to track these items using a checkbook register, we are not
traditionally great at knowing where all our cash spending occurs.
By writing it down, we take an important first step in knowing our
finances. The method you use should be one that best fits your style.
Some of us are spiral notebook people while others are sophisticated computer users. I have been using computer software to track
my spending and with today’s sophisticated interfaces to banks and
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credit card companies, it is virtually free from data entry as I can
do a quick download and reconciliation of transactions. The software also makes it easy to classify spending into categories for easy
tracking against my budget.
All bills are monthly.
Many bills already come monthly and are the first ones that come to
mind when we start our budget. But what about the car insurance bill
that we pay twice a year or the annual premium on our life insurance
that comes due in the fall? Budgeting also requires that we incorporate
these items into our monthly budget so when the bill comes due, we
have the funds to pay them. The easiest way to budget these items is to
add up the total bills for the last year, divide by 12 and pay your savings
account monthly for those items. In the accounting world, we use words
like “accrual” to describe this concept, but it holds true in personal
budgeting as well. I call this my reserve balance as it is the amount of
cash I have “reserved” for quarterly, bi-annual, and yearly bills. As
you become an experienced budgeter, you will find yourself calculating
more precise estimates based on events you expect in the future such as
an increase in an insurance premium.
Keep it simple.
Many of us do not budget because we do not know where to begin and
the task seems daunting if not overwhelming. Just remember to keep it
simple. While some of us may manage a budget that rivals the federal
government’s level of detail, it is not necessary to have a lot of complex
components to budget successfully. The important part is to pick a
method and get started. Happy budgeting!
Lauren B. Foster, CPA.CITP
General Motors – Global Tax Technology
Detroit, MI

EASY FOR HER TO SAY
Lauren Foster started her budgeting process on a piece of loose-leaf paper
and has advanced to a sophisticated computer financial management tool
that automatically receives much of her information each month. It is a
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process. Does Lauren make it sound too easy? After all, she is a CPA. Hannah Neidorf, a CPA from Chestnut Hill, Massachusetts, started her budgeting at a restaurant using the back of an envelope. Her story proves that no
matter what budget process you use, getting started is the most important
thing you can do.

Back of the Envelope Calculation
Before I was a CPA with multiple computer monitors, I worked behind
a sewing machine for 40 hours a week. I remember landing a good
job in Boston where I had negotiated a starting salary of $11.75 an
hour. Compared to the $8.50 I was making in Connecticut, this was a
big step up in the world. After a day of apartment hunting I ended up
in a booth at a pizza place trying to decide where to live.
I had lived on my own and paid my own bills for over a year, but as
a new college graduate I found myself burning through savings just
to get by. As I sat waiting for my calzone I pulled out a scrap of paper
(actually the back of an envelope) from my purse and created a rough
budget. I’d like to describe this process to you now, using the vocabulary of my new profession.
I began at the top of the envelope with my wage. $11.75 × 40 hours ×
4 weeks = $1,880 monthly wage. Then I removed basic income taxes. I
decided that 15% was a decent ballpark for me. $1,880 × 15% = $282.
At my last job I had neglected to account for income taxes, and my first
paycheck was a very sad surprise.
That meant my take home pay would be $1,598. ($1,880-$282=
$1,598.)
Then I listed out my Fixed Costs. These are costs that are due every
month in the exact same amount. My fixed costs were rent and student
loans. For those looking for a rule of thumb, rent should be no more
than about 1/3 of your take home pay (for me, $532.67). In Boston, that
does not go very far.
After my Fixed Costs, I listed my Variable Costs. These are also
monthly expenses, but the actual amount of the expense can fluctuate. The average I tended to spend on groceries and gas were
dutifully recorded.
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The next category is the easiest to forget...Periodic Costs. Cars break
down, best friends’ birthdays come around, and you may want to fly
home for the holidays once a year. At this point (and recorded on my
envelope) I also wanted to have some money left to set aside for the
inevitable rainy day and oil change.
Trimming Fixed Costs was definitely the first issue to address
as my income did not support all of my “Budgeted Expenses.” I
gave up my car, and rented a tiny basement apartment. This left
me flexibility in my Variable Costs in case I wanted to buy lunch
sometimes instead of brown bag it every day. It also left me money
for my Periodic Costs, which let me build up my savings again. If I
had been a more sophisticated budgeter, I would have followed the
‘Pay Yourself First’ rule by setting money aside for retirement or a
home down payment right at the top of the page before Fixed Costs
(because you are the most important person to pay, after all).
Budgets can be overwhelming, but with a scrap of paper (yes,
even the back of an envelope) you can group your expenses by
Fixed, Variable, and Periodic categories and make the process
much more manageable.
Hannah CK Neidorf, CPA
Semi-senior at Rucci, Bardaro & Barrett PC
Malden, MA

FROM PAYCHECK TO PAYCHECK TO SAVINGS
These stories show individuals who proactively decided to create budgets.
Sometimes you find yourself forced into making difficult choices, because
you simply run out of money and can’t get ahead. Jennifer Wolf from Melbourne, Florida, shares how the frustration of living paycheck to paycheck
finally woke her up. She started using free budgeting spreadsheets and tools
that helped her track her actual expenses. Doing so readily identified areas
in her financial life that needed immediate attention. Analyzing her actual
cash flow was a real eye-opener for her about where her money was going
and the changes she needed to make.
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Paycheck to Paycheck
We were living paycheck to paycheck, like many families are these
days, and couldn’t figure out why we couldn’t save any money.
Finally we committed to dissecting where every penny of our money
was going. We knew the best way to do this was to create a budget
spreadsheet. At the top I listed the money we had coming in every
month—a line for my income and a line for my husband’s income.
Under the income line, I added rows to list all our expenses for each
month. I set the spreadsheet up to track where we were spending our
money—such as car payment, insurance, groceries, utilities, fast
food, etc. for each month. Under all the expenses I added a line that
totaled our income less our expenses to show what we had left each
month for savings.
I decided to go back six months in order to get a better picture of
where our money had been going. (But truly you can go back as long as
you want to, or have records for.) First, I looked at the bank records for
charges to the debit card and checkbook and added them to the budget
spreadsheet. Then I added an additional section that showed what we
were charging on the credit cards each month. Once everything was
accounted for on the budget spreadsheet, we looked to see what our
highest expenses had been. We were shocked to see that we were spending way too much on fast food. In fact, almost half of our paycheck was
going there.
It was really an eye opener for us and definitely explained why we
were where we were. We decided to create a meal plan for the month
instead of eating out. We looked for other ways we could save money to
reduce our other monthly expenses. We found a cheaper phone service
and car insurance. I was even able to refinance our car to lower our
payment and negotiated with the bank to reduce our interest rate on our
credit card. I updated the budget spreadsheet every month after that to
see how we were doing. Since we started doing this, we have actually
been able to save money each month. We still go out every once and
while, but only after we see how it can fit into the budget, and we make
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sure it is to a much better restaurant. In addition to improving our
finances, we are improving our health!
Jennifer Wolf
Berman Hopkins Wright & LaHam, CPAs and Associates, LLP
Melbourne, FL

CREATING STRUCTURE
From the back of an envelope to sophisticated computer programs, the
effectiveness of your budget is dependent on you employing it. Are you
prepared to change your spending habits to live within your budget? Creating a structure around your new budget is very important.
For instance some people adopt what is called “envelope budgeting” while
others actually take the steps to establish separate accounts. Envelope
budgeting is a simple, systematic way of saving to pay bills while maintaining your personal budget. To implement Envelope budgeting:
1. Establish the various spending categories and their related limits in
your budget (for example, clothing, food, gas, and entertainment).
2. Create envelopes for each of those categories.
3. Put the allotted amount of cash to cover a week’s worth of each category into each envelope.
4. Once the cash is gone from an envelope, you will realize that you
have blown your budget for that category. Inversely, when cash is left
over at the end of the week… Celebrate!
This may sound quite simplistic, but countless numbers of people have
used it successfully to instill discipline into their spending habits. There
is nothing like an empty envelope, an empty refrigerator, and a hungry
stomach to wake you up to the need for better financial planning!
Todd Sladky, a CPA from West Burlington, Iowa, shares how, instead
of envelope budgeting, he uses separate bank accounts to keep his family
budget on track. He uses a separate household account to help organize his
budgeted spending.
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Using Separate Accounts
Many families find that there is “too much month at the end of the
money.” A process our family implemented to change that is to “pay
your committed obligations first.” This has alleviated much stress,
fear, and doubt around home finance.
What we did was really very simple. It involved setting up an additional checking account at our bank, which we called our “Household
account.” We use this account to “escrow” (or set aside) money for
bills that are coming due over the next week, month, quarter, and year.
My wife and I listed out all of our financial obligations, and as you
know, many do not line up nicely with the schedule on which you are
paid. What this account has allowed us to do is to time shift our paychecks to the time when each of the financial obligations is due.
For instance, our auto insurance is due every 6 months on 2 vehicles.
We computed what that insurance cost was for the whole year, and
divided it by the 24 semi-monthly pay periods over which we would be
paid and deposited an equal amount into the Household account. Now
when the insurance is due the money is there ready for payment.
You can choose whichever expenses you wish to run through this
account and method. For us, we found it easiest to plan by including
all of our expenses, even if they were due monthly. Breaking all these
down to a semi-monthly amount made them all seem more manageable.
The expenses which we now pay through the Household account are
charitable giving, real estate taxes, homeowner’s insurance, estimated
home and auto repairs, telephone, Internet, cable TV, lawn service,
water and trash, automobile insurance, auto license, life insurance, and
automobile fuel.
Two things really stand out as benefits:
1. You are freed from the worry of where the money will come
from to pay a large bill. You have, in effect, “pre-funded” those
expenses. You will have enough money on hand to take care of
the bills that will be coming due. This method removes the “surprise” of your auto insurance being due or your car needing new
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tires. You set aside a little bit at a time to the Household account
and these big items are less of a problem, as long as you plan for
them in advance.
2. Your balance in your regular checking, after paying the Household
account deposit each pay date, is “yours” to spend or save as you
see fit. This takes the guess work out of how much money in your
regular account is available to be spent or saved. We have set up
an automatic transfer, about two days after our pay-date, to move
the money from regular checking to Household checking in the
amount needed to fund the entire household account obligation.
This does take some discipline to implement and stick to, but the
pay-off is peace of mind and a more organized financial life. You will
find this method will smooth your household finances and eliminate
stress and worry over matters that you can now control and provide
for in advance.
Todd Sladky, CPA, MBA, FHFMA
CFO at Great River Health Systems
West Burlington, IA

IMPORTANCE OF KEEPING RECORDS
As Todd has shared the peace of mind that comes from having a budget and
organizing your financial life, Gregory Douds shares his experience and how
important being organized with your finances truly is to creating success.

Organize to Maximize
As a judge and CPA, I have observed that people will involve themselves in very expensive business endeavors, such as buying rental
property or starting corporations, but won’t keep basic records or
learn the basic rules of their new businesses. All the computers,
legal documents, and fancy advisors in the world won’t make up for
(continued)
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(continued)

one’s failure to learn the basic rules, to keep simple lists of income,
expenses, and other financial matters, or to save important receipts.
A family’s best friend is a simple ledger and filing system. Whether
computerized or written in a loose-leaf tablet, having a simple
record-keeping system can—and often does—mean the difference
between success and failure.
Judge Gregory T. Douds, CPA, JD
Barbara Parker & Associates, LLC
Woodstock, GA

IN SUMMARY
The common theme throughout this chapter related to budgeting is really quite simple…just do it! A few helpful hints to help you conquer the
budgeting process are:
• Involve your entire family. If you have agreed on a budget up front,
meet regularly to check your progress.
• Stay disciplined. Make budgeting a part of your daily routine (this is
much easier with some of the online tools available).
• Start your new budget at a time when it will be easy to follow and
stick with the plan (perhaps the beginning of the year, as opposed to
right before the holidays).
• Find a budgeting system that fits your needs (for example, budgeting software).
• Organize your financial life, reduce stress, and increase your
likelihood of success.
In the next chapter, we will address some specific ideas and actions that
you can take to help you along the budgeting path, and help increase your
available savings along the way.
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“Beware of little expenses; a small leak will sink
a great ship.”
– Benjamin Franklin

“I’m living so far beyond my income that we may almost be said
to be living apart.”
- E. E. Cummings
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I

nitiating a budgeting process can be painful. It forces you to take a look in
the mirror at your financial habits and you may not be happy with the reflection you see. But take a moment to pat yourself on the back for engaging in the
process. The stories we share in this chapter will reveal a few successful strategies that can help you pave the way to successful budgeting! We will cover:
•
•
•
•
•
•

The importance of Paying Yourself First.
The real difference between “wants” and “needs.”
Where is the Cash going?
The safety net of an Emergency Fund.
Increasing your means to improve your budget.
The benefit of asking for Help.

THE IMPORTANCE OF PAYING YOURSELF FIRST
If you tend to save only what you have left over every month, and find
that you seldom have anything left, consider putting yourself on a more
disciplined savings plan. Have a fixed amount taken out of your paycheck
automatically for retirement, before you get it. Or, you can set up automatic
transfers from your checking account to savings and investment accounts.
Regularly and consistently making contributions to a savings plan goes
a long way toward building a long-term nest egg. Touted in the early writings of Napoleon Hill, author of Think and Grow Rich, and George Clason,
author of The Richest Man in Babylon, “Pay Yourself First” has become
the mantra of modern day financial advisors and has been called the golden
rule of personal finance.
Barbara Bass, a CPA from Tyler, Texas, shares a story that highlights the
positive results from Paying Yourself First through a consistent savings plan.

Consistent Savings
I was reviewing the tax work-papers that Mary sent me. Inserted in
the information was a brokerage statement for $40,000. Since Mary
supported her family as a single parent through a traditional office
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clerical position, this brokerage statement caught my eye. Obviously, any earnings would have been reported through the annual
Forms 1099 from the brokerage house, but where did this $40,000
account come from?
When I called Mary, I was amazed at her answer. She reminded me
that when we originally met, we had a big discussion about her lifestyle
and the need for living within her means so she could save for her and
her children’s futures. Mary and her ex-husband had lived somewhat
conservatively, although they ended up with a large debt when her
business failed. Fortunately, her part of the debt was paid off by the
time the divorce was final. Her house payment was manageable, and
her car was paid for so she was actually starting out better than most of
her friends who were also single parents. But, how could she find a way
to increase her savings?
After we discussed the need for consistent savings from each paycheck, I also mentioned a very simple idea. If she was getting by on
what she made each payroll, why not direct all (or most) of her payroll
increases and bonuses to her savings or investment account. Mary took
my recommendation to heart. She set up an investment account and as
the bonuses and raises came through, she invested them. In the nine
years or so from when we had the conversation on her finances to when
I questioned the $40,000 brokerage statement, Mary had done quite
well at disciplining herself to put her raises and bonuses into savings.
With her children getting ready for college, not only had she planned
for their needs, but also her own.
Saving for one’s future, a child’s education, or large ticket items is all
about paying yourself on a regular basis—about being your own “favorite vendor.” And, the easiest way for most of us to save is to have the
monies go directly to a savings or investment account. This can be done
with an election through your payroll department so that part of your
direct deposit goes straight to a savings or investment account, or it can
be done by setting up an automatic draft from your bank account if you
don’t have the option of direct payroll deposits. Determine what works

(continued)
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for you and start today. You will be amazed at how much just capturing
the raises and bonuses will do to help you build that retirement nest
egg, increase your children’s college fund, or pay cash for that large
ticket item. What are you waiting for? Start today—it’s your future!
Barbara Bass, CPA
Gollob Morgan Peddy PC
Tyler, TX

THE REAL DIFFERENCE BETWEEN “WANTS”
AND “NEEDS”
Our needs make up our life survival kit: food, water, shelter, oxygen, and
clothing, while our wants are the desires we have for other things like cars,
electronics, holidays, and designer clothing. Our wants can be, and often
are, infinite. This is just as true for the rich as it is for the poor. Needs are
easier to define but may vary wildly depending on a person’s age, physical
environment, health, and many other factors. In some cultures, reliable
transportation, insurance coverage, utilities, personal care expenses, and
child care expenses would be considered “needs,” while in other cultures,
those same expenses would be considered “wants.”
This creates a huge grey area of wants that are disguised as needs.
It is prudent to learn how to recognize luxuries that are dressed up as
necessities. A thoughtful analysis is provided by Inez Stein, a CPA from
Norwood, Massachusetts.

Knowing How to Get Along Without Stuff
As Henry David Thoreau said, “The price of any thing is the amount
of life you exchange for it.”
Unless you were born wealthy or have unlimited resources, you are
required to spend some time working to acquire the funds to pay for the
things you buy.
Though we all hope that our work life is satisfying, the fact is that
most of us work because we have to in order to support ourselves. How
much we work, how much money we have to make is determined in
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large part by how many things we want to have, and how upmarket we
want to get when purchasing things.
We all have choices about how long we will work before we retire,
and how hard we will work.
For everything that you must have, you give up your time—a portion
of your life—to work for it.
When you are home, take a look around you. Look at the stuff you
have acquired over the years. Imagine that you are moving far away,
and can only take a limited number of things with you. Is that piece
of pottery that important? Could you live without it? Certainly being surrounded by beautiful things makes life more enjoyable, but do
you know how much time (life) you have given in order to have those
things? Every time you are about to purchase something ask yourself:
Do I really need it? How much do I want it? How often will I use it,
wear it, or look at it? Will it just remain in the closet or drawer or sit on
the shelf collecting dust? Do I have to have that particular thing or can
a less expensive version suffice?
My husband and I have lived this way for most of our lives. We have
not wanted for much. We live in a nice home in Massachusetts, go on
vacations, make our purchases. We work at our professions, but have
not overworked ourselves. We live beneath our means. We saved and
have substantial retirement assets. We paid off our mortgage and paid
cash for our cars. We are debt free because we asked ourselves these
questions, and we know the true cost of any purchase—our time.
Because we didn’t want much “stuff,” we were able to spend a year
in Hawaii, on a working vacation. In doing so, we still did not abandon
questioning our purchases. There were so many things to do that were
free or inexpensive: going for walks, swimming, biking, gardening,
sightseeing, reading. There were many ways to buy our necessities that
reduced the price of the item: online purchasing, bulk stores, discount
stores. We managed to live in Hawaii for about what it cost us to live in
Massachusetts. And we had fun doing it!
We will probably work at our professions for a good while; not
because we have to, but because we want to. With our savings we
should be able to work as little or as much as we want.
(continued)
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If you want to impart this message to your children, invite them to
look around their rooms and ask themselves: How often have I played
with that toy, looked at that “treasure”? Would I miss not having it? Try
putting one of their toys away in the attic or basement, and see if they
miss it or forget they even own it. In order for them to grasp the concept
of working for and giving up their time in exchange for that purchase,
you can offer them an allowance in exchange for their help around the
house. Have them keep a record of how much time they work for how
much money they receive. Then when they want to purchase something,
help them figure out how much time they worked to earn the funds in
order to make that purchase.
It is all about choices. If you do or have something now, what did you
have to give up in order to get it? And what will you have to do later,
because you spent those resources now? Your current choices will affect
your future choices.
Inez D. Stein, CPA
Norwood, MA

THE RIPPLE EFFECT
As you can see in the story Inez shared, there is definitely a long-term
payoff from understanding the difference between wants and needs and
making a choice to understand the future cost of spending money today on
wants. That being said, there is nothing wrong with buying a “want” if you
have properly budgeted for it. There is another long-term benefit of being
aware of the difference between wants and needs and that is the impact you
will have on others. As you get your financial house in order, you will most
likely see a positive ripple effect on those around you. Laura Lee Laundre,
a CPA from Mesa, Arizona, shares a fabulous story that shows the generational impact you can have as well.
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I Just Closed My Right Eye
“I just closed my right eye.” That was my daughter’s response after
asking her how she managed to walk past the barbeque grills. She
wanted one. They were on sale. How could she pass them up?
Closing an eye to temptation is just one of the techniques she uses.
And that’s what I wanted to learn. After all, she is in great financial
shape. I was curious how she had achieved that. She’s 26 years old, she
just closed on her first home, her bills for the upcoming month are paid,
she has $10,000 socked away in emergency funds, an additional $2,000
in the bank for expenses, one vehicle paid for, another she’s making
payments on, and a house full of new furniture. She’s living comfortably.
And her income is not outrageous. She earns about $36,000 a year,
before tax.
How does she do it? “Mom, I just do the things you taught me.” Wow!
I think back. She saw me set aside funds for monthly expenses. Their
allowances were to be split between pocket money, long-term goals, and
charity. Did some of this actually sink in? Apparently it did. But I’ve
fallen from those habits, and I’m ready to learn again.
What are her secrets? They emerge as we speak. “It’s all about
control,” she says.
“It’s as simple as finding out what bills you have, how much is coming in, and how much is going out. I just got this house. I just had a
baby. I’m not sure what my expenses are going to be. So I’m tracking
them to see what they are. After things settle down a little, I’ll have my
new budget.”
That’s great. How about some specific practices? “I have $30 cash to
put in my pocket to last the week. My credit card stays home. It’s only
for emergencies.” Yes, that’s right, she said credit card, as in one card.
“I only use my debit card for gas, groceries, and bills. What I don’t need
for monthly bills I put into savings. I don’t go shopping. And I don’t buy
it if I don’t need it.”

(continued)
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Hmm, that comment raises the question, what is a need? “Well, I’d
love to watch Sunday night football at home. But it’s not something
that if I don’t have it, I’m going to die. Needs are a roof over my head,
clothes on my back, and food. Wants are a sofa, a bed, and the latest
video game console.” Right now, she does not have cable and internet
connections in her home. She may add these after she gets comfortable
with her budget.
And while she does get urges to buy something she wants rather than
needs, she pulls out her phone, checks her bank account balance, and
then tells herself, “Some other time.”
Or she just closes her right eye.
Laura Lee Laundre, CPA
Mesa, AZ

WALK THE TALK
In our stories related to understanding the difference between wants and
needs, we shared the positive impact that you can have on the next generation by educating them on this simple difference. The same positive impact
can be achieved through sharing a habit of consistent savings with the next
generation. Andy Young, a CPA from Denver, Colorado, shares the lessons
he learned at the knee of his father about Paying Yourself First.

Inheritance of Thrift
My dad was born in 1937, too young to experience and recall the direct impacts of the Great Depression, but not too young to see and feel
its aftermath in the people and situations around him. My dad often
mentioned to us his World War II era childhood memory of a scrap
metal and newspaper recycling drive at his school. This recycling
drive was intended to help the war effort. An important, and entertaining, part of this memory was his recollection of a wall chart in his
kindergarten class where the students could keep track of how much
of a tank they had “purchased” with their recycling efforts.
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After my dad passed away in early 2010, my siblings and I reflected
on the “inheritance of thrift” that we had learned from our dad through
his stories. It instilled in our minds the ideals that paying ourselves first,
saving for a worthwhile goal, and more importantly not wasting anything, were very good and moral qualities. While these moral lessons
applied to many things, they definitely included things financial.
The financial crisis of late 2008, and the horrible impact it has had
on so many people we know, made us appreciate our dad’s lessons even
more. He instilled in us a version of “pay yourself first” by requiring
that 50% of any money we made through part-time jobs or windfalls
like birthdays and other special events be deposited into our passbook
savings account. Each of us had a passbook savings account at the savings and loan a block from our house (by the trolley station). It was exciting to walk down to the savings and loan with Mom or Dad with our
passbook in hand. We counted up our money, filled out our deposit slip,
and made our deposit. The tellers were familiar to us because they were
also neighborhood friends. There was a sense of satisfaction as we saw
the teller put our passbook into a machine that looked like an oversized
typewriter. The machine would type out and record the deposit entry
right on our passbook, including adding any accrued interest since the
last deposit, and also printed out our new ending account balance.
Our dad and mom also taught us sound financial principles by how
they lived.
As a way of being equitable with personal finances in a single-income
household, my parents each received the same nominal monthly “allowance” out of my Dad’s monthly take-home pay. That way each of them
could spend their allowance on what they wanted, when they wanted,
with no questions asked. My household is also a single-income household at present, so I follow the same practice with my wife. I think it is
beneficial to marital harmony, where finances are concerned.
Thanks, Dad for “walking the talk” and teaching us the importance of
paying yourself first.
Andy Young, CPA
Compliance Manager, WhiteWave Foods Company
Broomfield, CO
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WHERE’S THE CASH GOING?
“Beware of little expenses; a small leak will sink a great ship,” is a famous
quote by Benjamin Franklin. It is as true today as it was when he originally
said it. With the easy access to ATMs and use of debit and credit cards,
spending has become very easy and can even more easily get out of control. The following story by Deborah Corbin, a CPA from Galloway, New
Jersey, emphasizes the importance of tracking your cash expenditures and
watching out for the cash leakage.

Watch the Cash
Budgeting is a very important component of achieving your overall
financial objectives. However, most of us plan our budgets based
only on the larger recurring expenses like rent or mortgage payments, car payments, utilities, phone, and similar expenses. We fail
to include our daily cash expenditures in our budgets, which may often cause us to be unsuccessful in achieving our financial objectives.
I knew I was going to have to be very careful about my spending habits when I decided to quit my job and open my own business. I carefully
developed a budget based on my anticipated income and my estimated
expenses. In my budget I included $100 per week for miscellaneous
cash expenditures; however, I had never monitored my cash expenditures and just assumed that I could control my cash expenditures by
simply declaring that I would limit myself to that amount.
I closely monitored my budget for the first few months and realized
that each month I was overspending my budget by several hundred dollars. My credit card debt was growing because my anticipated income
was not covering my budgeted expenses. When I analyzed the shortfall
in my budget, I realized it was due to the cash expenditures.
My first step in solving this problem was to monitor my cash expenses
on a daily basis. I was surprised to learn how much I was actually
spending in cash on a daily basis for items such as gas, coffee, bagels,
and impromptu expenses. When I originally created my budget I
thought $100 a week would be sufficient; however, when I monitored
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what I actually spent on a daily basis, in reality it was actually closer to
$400 per week. I needed a plan to control my cash expenses.
I found that when I monitored my cash expenses I was less likely to
spend cash on items I did not really need. The use of debit and credit
cards for many of these expenses can aid in keeping track of them;
however, their use is generally not advised as it is very easy to overspend and the cards do not provide a method to ensure that the budget
is not exceeded. I decided to use cash for the daily expenditures and
that I would only allow myself $100 cash per week. When it was gone, I
would not allow myself to withdraw additional cash. By using cash for
these expenditures I had a built-in method of not exceeding my budget.
It also made me more aware of what I really needed to spend money on
and what I could do without. Using these tools, I was able to limit my
cash expenditures and successfully achieve my desired budgetary goals.
Deborah Corbin, CPA
Assistant Professor, Richard Stockton College of New Jersey
Galloway, NJ

BACK TO THE ENVELOPES
With the increasing use of debit and credit cards, it is even more difficult
to track the amount of money we spend on a daily basis. As shared by
Deborah above, “My credit card debt was growing because my anticipated
income was not covering my budgeted expenses. When I analyzed the
shortfall in my budget, I realized it was due to the cash expenditures.” To
prevent the nightmare of increasing debt, some people find the best way for
them to control how much they spend is to use only cash. They put away
their credit and debit cards. They may use the envelope system described
earlier to allocate their cash to their budget categories. They may also limit
the number of times they use the ATM to access that cash. In any event, the
dwindling amount of cash in your wallet (or envelopes) can be a graphic
reminder of your spending and the approach of budget limits.
Martha Cartee, a CPA from Gainesville, Georgia, shares her thoughts
on the benefits of using cash for people having a hard time sticking to
their budgets.
47

Save Wisely, Spend Happily

On a Budget, Try Using Cash
If you are on a budget and having a hard time sticking to it, try
using cash instead of just swiping a card. Once we swipe a card,
we don’t tend to really think about the cost of the purchase or the
aggregate of our various purchases. When shopping for groceries
and sundry items use cash. Also use cash when you are picking up
dinner or going out to eat.
It is easy to swipe a debit or credit card for purchases. Even writing a
check isn’t that hard. The numbers on a display or on a piece of paper
often fade from our memories and we don’t think about them again until
the statement comes. The cost of each item tends to mean more when
there is only a limited amount of cash available to be spent and we see
it actually leaving our hands. When you work hard for the cash in your
pocket, you tend to analyze your purchases more and become more
cautious before deciding to release the money. After you pay in cash you
can automatically see how much you have left to spend by looking at
what is left in your pocket.
First, you have to make a realistic budget. If $250 is all you can spend
on groceries, it doesn’t do any good to budget them at $400. Know how
much income you have coming in and the fixed expenses you have to
pay for during the month, like rent and utilities, and then start to look at
what is left for other expenses.
Second, only carry enough cash for what you need. If you withdraw
and carry all the cash allocated for a month’s worth of purchases, most
likely you will be tempted to spend it the first few weeks and will be hungry by the end of the month. If you carry $50 with you but are budgeting
$25 per week for cash expenses, it would be easy to add in extra items
or upgrade items your first week and go over the $25 limit for the week.
In budgeting, you need to round prices up to the next full dollar and
remember to include any applicable sales tax. A 7% sales tax on a $100
purchase is $7.
When people have properly budgeted and chosen to carry only the
necessary amount of cash with them, they usually make sure they get
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what they really need first. Make sure you are below budget. If not, look
at what you are purchasing and prioritize it. Remove lower ranking
items until you are within your budget. Or, as an alternative, find lower
priced substitutes for some of the higher priced items until you are
within budget.
When ordering food in a restaurant you need to know what you can
spend. Start looking at the food items that are below your budgeted
total for this outing. Don’t forget a drink is an additional cost and there
are sales taxes and tips to pay from the cash you have.
When you start doing this regularly, it becomes a game. Start rewarding yourself by putting any excess change in a jar and then use it for
treats or unexpected expenses.
In general, you’ll give more thought is given to an item before purchasing it when you have to pay for it with cash. When you limit the
amount of cash you take with you when you go out, you are helping
yourself to stay within a budget.
Martha Cartee, CPA, ABV, CFM, CMA
BatesCarter
Gainesville, GA

HAVE AN EMERGENCY FUND
A common mistake people make in creating budgets is to forget to create
an emergency fund for those inevitable unexpected expenses. The past
few years have shown that the job market isn’t stable and have highlighted
the importance of an emergency fund. Having cash on hand that you can
use for an unexpected expense or to pay bills if you lose your job is vital
because it can help you avoid having to rely on credit or tap your retirement savings. If you don’t have emergency savings to fall back on, a minor
money shortfall can quickly turn into a major cash crisis.
Kelley C. Long, a CPA from Chicago, Illinois, highlights the importance
of budgeting ahead of time for those unexpected periodic expenses. Be
prepared and not surprised.
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The Budget Breaker
If there’s one thing I’ve learned helping people create budgets and
saving goals, it’s that living paycheck-to-paycheck isn’t due to a lack
of planning for monthly needs. Most people know their average cost
of housing, food, clothing, transportation, health care, and childcare. What is the typical budget-breaker? It’s neglecting to plan for
the unexpected or one-time events that inevitably pop up. Let’s look
at a few examples.
When Connie’s and Kevin’s daughter reached her senior year of high
school, they faced several unplanned expenses: college application
fees, graduation party, etc. As each item came up they promised to “pay
back” their savings, but by the end of the year, the total was a lot more
than they thought, and they fell short of their savings goals. Their son
Michael is now a sophomore, so they’ll plan better next time. (Michael
has already made it clear that he wants a graduation party at least as
big as his sister’s!)
Tracey’s best friend asked her to be her maid of honor in her wedding, which she accepted with pleasure. She had a say in selecting the
bridesmaid dress and remembered to plan for a wedding gift. What
she forgot to account for were the other expenses of preparing for a
friend’s wedding: hosting a bridal shower, planning the bachelorette
party, traveling and accommodations for the wedding, etc. Any extra
money that Tracey had set aside to pay down debt was spent that year
on wedding expenses.
It would be easy to say that these are one-time things that can’t really
be budgeted for and that you’ll just start saving when you get past them,
but if you look back at your own “one-time” expenses like this, you’ll
see that perhaps they aren’t so unpredictable. Moreover, they do add up.
It’s the “little things” too. Like replacing your smart phone after your
toddler dropped it in the toilet, a trip to the doctor for an ear infection,
a speeding ticket, an out-of-state funeral for a loved one, a flat tire.
These are all expenses you can’t avoid, but they are also things you
probably didn’t anticipate when setting your budget.
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So how do you avoid dipping into your long-term savings to cover
such costs (or worse yet, go into credit card debt)? You must expect the
unexpected… and budget for it!
Kelley C. Long, CPA
Owner, KCL Financial Coaching
Chicago, IL

DON’T FORGET THE OBVIOUS
In preparing our budgets, we often forget the simplest items that can make or
break our ability to save for our future. If you have a hobby, or in this case,
own a pet, be sure to include related costs in your budget. You may also need
to boost your emergency fund balance to include unexpected costs related to
your hobby or unexpected trips to the vet. Jason Reimschusel, a CPA from
Findlay, Ohio, reminds us that having a pet brings an ongoing financial commitment along with the benefits of our pet’s unconditional love.

Is “Fido” Right for You?
We all know children are expensive, but I recently learned a similarly important financial lesson: dogs are not cheap either, and they
also take a considerable amount of time to raise! I understand now
why my parents did not want my sister to get a dog, even though
they gave into her wishes after my grandpa died. While owning a
dog may not cost as much as a child, they are definitely no “walk-inthe-park.”
An important part of pet ownership, and usually overlooked by most
people, is the financial expense of owning a pet. You may even want
to make your pet decisions according to what you can afford. For
instance, in addition to the cost of purchasing your dog, you need to
factor in the costs associated with food and treats, toys, grooming, vet
bills, heartworm, and flea medicine, as well as a crate and bedding.
If you don’t want to pay for grooming costs, consider buying a short

(continued)
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(continued)

haired dog that doesn’t require grooming. Or, if food costs are a concern, choose a smaller dog that won’t require as much food as a larger
breed.
Also, don’t forget to take into consideration the fact that your cute
little puppy may damage the house or other items that may need to be
repaired or replaced. Smaller dogs usually, but not always, mean less
damage!
The vet bills should not to be taken lightly either. A friend of mine
recently spent thousands of dollars to keep her dog and cat alive when
they fell ill. When “Fido” looks up with those sad eyes, most of us will
do everything in our power to keep Fido healthy.
Factoring everything in, I feel comfortable saying that, on average, I
spend at least $100 per month on my dog. That may not seem like a lot
upfront, but that is $1,200 per year of committed funds, which translates
to $15,600 over the average 13-year life of a dog. Money like that could
be invested or even used for a family vacation.
With all that said, dogs, as well as other pets, are great companions
to have, and the positives far outweigh any negatives. I enjoy being
greeted with unconditional love, and unlimited tail wagging when I
go home. I cannot imagine not having her, because after all, dogs are
“man’s best friend,” and I have learned this to be very true!
Jason Reimschusel, CPA
Marathon Petroleum Corporation
Findlay, OH

INCREASE YOUR MEANS
We have all heard of the phrase “live below your means.” It certainly helps
you get a handle on your monthly budget and provides more opportunity
for you to save. But let’s face it—it is a depressing thought for some people.
So let’s review an alternative. If you are in need of tightening your budget,
why don’t you think of how you can earn more money? The concept here is
to expand your means to improve your budget!
Ira Feldman, a CPA from Phoenix, Arizona, highlights the importance of
increasing your means with his simple statement.
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No one ever became rich saving taxes.
Ira S. Feldman, CPA, CVA, AEP®
FELCO Business Services, Inc.
Phoenix, AZ
The most successful businesses solve a problem or serve a need. Laura
K. Emack, a CPA from Prospect, Maine, shares a perfect example of how
a young couple did just that. They were excited to share their newborn son
with her, and worried at the same time about how they would handle their
household budget. Within a single meeting with Laura, they were able to
chart a course to not only improve their budget, but to start a business that
could create enough additional income to start a savings plan. But most
importantly, and the true bonus, they created the opportunity to spend more
time with their newborn. By solving their own problem, and serving the
needs of others, they were able to create a successful business.

Solving the Child Care Conundrum
A young couple from Bangor brought their baby into my office last
winter. They proudly introduced three-week-old Jerry.
Tim and Amy handed me W-2s from their fulltime jobs. His was
much larger than hers. I noted Jerry’s date of birth and social security
number. Nothing else had changed from the year before or the year
before that.
I turned to Amy. “When do you plan to return to work?”
Amy burst into tears. Tim had to answer. “She hates the thought. It
breaks her heart.” He sighed with the weight of the world. “Me too. But
we need the money, even more now with the expenses of a baby.”
“There are ways to watch your own children without going broke,” I
tentatively began.
“Go on.”
“Well, there’s dividing the time. Amy could get a job working
evenings or weekends. Some couples do that. The down side is that
they never see each other.”
(continued)
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(continued)

“We barely see each other now,” Tim interjected.
“He works a lot of overtime.” Still shaky, Amy rejoined the conversation. “What else?”
I had a pretty good notion. First, some questions. “Tim, would you
say your job is stable? Along with the health insurance.”
“Very.”
“Good,” I turned to Amy. “Do you truly love being with children?
Not just your own.”
“Yes!”
“Have you considered running a child-care business?”
“Would it pay?” asked Tim.
“The short answer is yes. The longer answer is not much unless you
do high volume. Your state law sets adult-child ratios that are pretty
intense. One provider can have up to twelve children but fewer babies.”
“How many babies could I watch?”
“Four, including your own. But you’d need a license. Anytime you
take in more than two children, you have to become a licensed facility.
There are lots of rules then.”
“How much would that bring in?” asked Tim.
“Say $120 each per week, per child, somewhat more overnight.”
“I don’t know. Can we still make our budget?”
“Don’t forget you won’t have to pay for child care for Jerry.”
“And filling the gas tank,” Amy jumped in.
“But we will lose the tax credit for the sitter, right?”
“Only on the first $3,000. Tim, at your income level, the federal
credit’s a whopping $600.”
“Is that all?
“If you do home daycare, the tax picture’s better too. You can write off
some of your household expenses—utilities, insurance, repairs—based
on the space you use for the daycare. The more hours you operate, the
better. If you’re serious, I could run the numbers.”
“Please,” added Amy. “Best of all, I could be home with my baby.”
The numbers clearly showed that not only would their household
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budget still be covered, but with the new expenses available for deduction, their net income each month would actually increase by $300.
“Now we can start saving for Jerry’s college fund!” Amy exclaimed.
Within a couple of weeks Amy easily filled two overnight slots
for infants.
Good luck, Amy! Jerry’s very fortunate, as are the other mothers’
children who now thrive in your loving home.
Laura K. Emack, CPA
Haverlock, Estey & Curran, LLC
Hampden, ME

THE BENEFIT OF ASKING FOR HELP
Even if your finances are in good shape right now, you may be overdue
for a checkup. Reviewing your finances is especially important during
periods of volatility because it can help reveal potential strengths and
weaknesses, and identify changes you might need to make to adjust to the
current economic climate. And if you’re already in financial trouble, do
not allow fear or the feeling of shame to prevent you from asking for help.
Facing financial problems early may help you make a full recovery. Tim’s
and Amy’s story shows the incredible value of asking for help from their
advisor, Laura Emack. With her help they were not only able to improve
their budget, but see how to increase their means enough to allow additional
savings. In chapter 18 we will cover how to find the right advisor who can
help you chart your course to financial well-being.

IN SUMMARY
Proper budgeting allows you to look at the facts of your financial situation.
The process alone helps you deal with the emotional aspects of money. In
review, creating a budget includes four important steps:
1. Determine your short- and long-term financial goals.
2. Identify how you are spending money currently.
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3. Evaluate your spending habits, taking into account your financial
goals and adjusting accordingly.
4. Regularly track your spending to make sure you stay within the budget guidelines established.
Following this budgeting process will allow you to learn how to live
within your means; expand your means; develop an emergency fund; and
prepare you for reducing your debts, improving your credit score, and
saving for the future. After you have established a good financial budgeting
plan, you can begin to focus on wealth building strategies for retirement
savings, education savings, and other investments.
In the next chapter, we will share additional strategies on ways to save
even more money.
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“There are plenty of ways to get ahead. The first is so basic
I’m almost embarrassed to say it: spend less than you earn.”
– Paul Clitheroe

“Someone’s sitting in the shade today because someone planted
a tree a long time ago.”
- Warren Buffett

Save Wisely, Spend Happily

H

ave you ever looked in your wallet and wondered, “What happened to
that $100 I took out of the ATM last week?” It’s amazing how quickly a couple
bucks here and a few dollars there can add up. If you find that you are falling
short of your savings goals or have not yet established savings goals, a good
place to start is with the little things. In addition to the previous budgeting
chapters, this chapter will focus on specific cost-cutting ideas to help you find
more money to save!

SMALL SAVINGS ADD UP TO BIG MONEY
Would you believe that a daily bottle of water costs $465.84? Or more?
Let’s start with an example.
If you buy a bottle of water every day for $1, that’s $365 a year. If you
saved that $365 and put it into an investment that earns 5% a year, in 5
years it would grow to $465.84, and by the end of 30 years, you would have
$1,577.50. That’s the power of compounding.
With compound interest, you earn interest on the money you save as
well as on the interest that money earns. Over time, even a small amount
saved can add up to big money.
Some people try to make saving money fun. If you are an impulse
buyer, make a rule that you’ll wait 24 hours before buying anything. You
may find that you lose your desire to buy it after a day. Another idea is putting your spare change aside. You’ll be surprised how quickly those nickels
and dimes add up.1
Consider the following additional list of 30 Savings Tips that may help
you find ways to decrease your expenses and have fun while you are doing it!

30 Savings Tips
1.

Cook at home; barbeque with friends.

2.

Make your own coffee and tea, brew your own beer.

3.

Take your lunch to work.

Source: www.360financialliteracy.org/Topics/Investor-Education/Introduction-to-the-Markets/Roadmap-to-Saving-and-Investing/(language)/eng-US
1
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4.

Make a grocery list before going to the store.

5.

Go grocery shopping only when you are in a hurry.

6.

Don’t grocery shop when you are hungry.

7.

If you use a grocery store loyalty card, put aside the “savings”
shown on your receipt.

8.

Watch for expiration dates.

9.

Use reusable grocery bags and get a discount at the
grocery store.

10.

Buy generic products if available.

11.

Avoid ATM and overdraft fees.

12.

Pay bills on time and avoid late fees.

13.

Avoid bottled water.

14.

Turn your lights out and your thermostat up in the summer and
down in the winter.

15.

Keep your car maintained.

16.

Carpool or ride a bike.

17.

Combine errands.

18.

Get discounts on gas through store loyalty programs.

19.

Check your credit card bills for monthly charges that
can be canceled.

20.

Go to early bird matinees instead of evening movies.

21.

Shop at resale shops, estate, and garage sales.

22.

Look for free entertainment.

23.

Reduce your cable bill by streamlining what you pay for.

24.

Consider canceling your land line telephone.

25.

Use social media savings coupons but only for things you would
buy anyway.

26.

Go to the library; online libraries are now available.

27.

Check for online coupons before you go shopping.

28.

Review your insurance coverage.

29.

Have a CPA review your tax return for savings opportunities.

30.

Take cash only when you go out on the town and when your
cash is gone, go home.
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Elizabeth S. Calton, a CPA from Longwood, Florida, shares her journey in
identifying where she was losing control over her expenses. It is the little things
on a daily basis that can add up to big dollars once we start paying attention.

Smart Choices
“I’m thirsty!” my four-year old tugged at my hand as he demanded
a stop at the fast food restaurant on the corner. I pointed instead to
the water fountain. He shook his head, stomped his feet and said,
“That’s not what I want.”
The difference between a need and a want is often how a problem is
addressed and resolved. Stopping at a drive-thru when we are thirsty
or hungry might be an OK choice if we are out due to an emergency
or the return back home is many hours away. But we get in the habit of
stopping for a snack at the mall food court instead of packing portable
healthy snacks, such as raisins and a small water bottle. Hunger and
thirst are needs, but there are ways to satisfy them in a much more costeffective manner. These days I carry a small water bottle or juice pack
and a snack, so my son knows to expect this scenario instead of asking
to buy food or drink while out.
Even better, we learned to minimize being out in places where “stuff”
is being sold to us. It’s easy to get distracted even when going to the
mall with a plan. “This new item is so much lighter and faster!” “This
is the hot color for the season!” When you stop to assess something for
purchase, realize that it is the marketer’s job to turn a want into a need.
Are you letting that happen to you? Like a four-year old throwing a
tantrum the marketer’s goal is to get your attention and generate a sale.
As a CPA and mom, I was shocked to discover how much our family
spent on groceries. I reviewed the weekly flyers looking for stock-up
sales and had a budget. However, it turns out that the extra trips to get
a few more things, too many stock-up purchases, and food waste, were
the problems. Buying three or four of an item might seem like savings,
but should only be done within the budget, not in addition to the budget.
Taking a long-term approach helped as well. During the months with
holidays our food budget increased. We didn’t want to eliminate these
celebrations, so we now save more in the slower months.
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It was also troubling that food was spoiling before consumption. I
minimized this by planning to consume the ground beef, soft fruits, and
vegetables within a few days of purchase. Think about your recipes and
what key ingredients you use every week. What items go together and
can be repurposed later in the week? You may brown 1½ pounds of
ground beef to make tacos one night but reserve ½ a pound to use with
a can of pinto beans and roll into flour tortillas two nights later. Use a
portion of boiled chicken in a casserole one night and later for chicken
salad. To reduce cost, strive for a meatless dinner weekly.
To prepare your grocery list, draw a horizontal line across the middle
of a piece of paper. Above the line, list at least four dinner ideas for the
week and their key ingredients, along with the staples you know your
family regularly eats, like milk, bread, eggs, etc. This way your basics
are covered and you have several meals planned to minimize extra trips
to the store. On the bottom half of your paper, list convenience and
pre-packaged foods. Most likely, the basic foods in the top section are
healthier, cheaper, and more versatile than the bottom section. During a
lean month, the bottom section is where you cut first.
With some of the above tips, you can streamline and reduce your
grocery bill. It will also help you to become more aware of how your
emotions may be manipulated by advertising and “specials” that
help you confuse wants with needs. It may take several months to see
significant savings, but these simple approaches will result in lower
grocery bills.
Elizabeth S. Calton, CPA
Employed by a private company
Longwood, FL

DELAYED GRATIFICATION
Within the discussion of wants vs. needs, the topic of delayed gratification
regularly surfaces. Donna Barksdale, a CPA from Russellville, Alabama,
shares a simple rule that may not be so easy to apply. But once conquered,
you will see instant results.
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When making purchases, know what you want and how much and
how long you are willing to sacrifice to obtain it. Overextending
yourself with loans or credit cards can happen quickly. Making
purchases that give instant gratification is so tempting! Carefully
consider each purchase and make sure it fits in your financial plan.
Donna S. Barksdale, CPA
Strickland & Barksdale, CPA’s
Russellville, AL

GARAGE SALE TREASURES
Emily Benjamin, a CPA from Buffalo, Minnesota, shares how you can both
save money and make money through garage sales. Many people are now
collaborating with their neighbors by holding neighborhood garage sales,
which attract more buyers and result in more money being made by all.
Remember, one person’s junk is another person’s treasure. The bonus is the
fun you will have in addition to the money you will save. Emily’s story also
holds true for taking your clothes to resale shops, a growing industry across
the country. The added benefit of a resale shop is that they do all the work
and you just go pick up the check.

Garage Sales
Children are expensive! Besides the expense of diapers, clothing can
be expensive and children seem to outgrow them before they have
even worn them! But there are easy ways to save money here. In
order to save money on clothes, the garage sale is the way to go.
You can find great garage sales nearly everywhere in the country. I’m
sure you have noticed garage sale signs while out and about. The problem is you never know what they are selling, or if it’s worth your time to
stop. You can find quality and name brand clothing for 1/10th of the retail
price, and sometimes it’s even new, if you know what you are looking
for. A couple of websites that I visit to search for garage sales are www.
craigslist.org and www.gsalr.com. You can also check your local paper.
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Likewise, garage sales are a great way to make money. If your house
is like mine, it is bursting at the seams, and there are many things you
don’t use that you could sell, from knick-knacks to old purses, not to
mention those baby clothes that aren’t needed anymore. We had our
first garage sale last summer, and I got rid of so many unneeded items
from our storage and house—it really freed up some space. Then I took
the money that we made and put it in our kids’ college fund, helping us
toward that goal too.
One issue with holding a garage sale is that after it is over, you may
still have items left. An easy solution is to take the items to Goodwill,
Salvation Army or other thrift stores. That way it will go to good use,
and you may save money on your taxes too! Just be sure to itemize
what you have so that you can determine an amount for your tax
deduction. Make sure you keep the receipt as proof of the donation. I
went to the website www.salvationarmyusa.org to find the value of the
items for my deduction.
Garage sales are wonderful. Taking your children with you will also
help them learn how to save money!
Emily Benjamin, CPA
CliftonLarsonAllen LLP
Buffalo, MN

BULK BUYING BENEFITS
Wholesale clubs have become very popular and while they provide an
excellent service for most people, others have a tendency to overbuy at
these clubs. Martha Cartee, a CPA from Gainesville, Georgia, shares how
the idea of saving a lot of money hooked her, drew her in, and ended up
costing much more money than it saved in the long run.

Bulk Buying Not Always a Savings
I love a good bargain. Discount warehouse clubs look so inviting with
all of their discounts and savings and “buy one get one free” offers
at local stores draw me in too. The signs that say “limited quanti-

(continued)
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(continued)

ties available” or “limited time only” also seem to call my name.
My mind starts spinning, “How can I pass these up? These items,
or prices, might not be here when I get back!” But I have learned to
take a breath and think about my needs before charging into the store.
Here’s how I learned to resist the pull of the bulk bargains.
It stands to reason that a 12 or 24 pack of paper towels costs less
per roll than a single roll or a 3 pack of paper towels. Before buying
the monster size I analyze the cost of an item by breaking the total cost
down into a unit cost, then compare the sizes available and the prices
I’ve seen other places. This way I know it’s really a deal.
Then I consider if I can fit it into my car. If it doesn’t fit then I have
to calculate the cost of time and gas to come back with someone who
has a truck. I learned this lesson after buying a 2-drawer metal filing
cabinet in Atlanta that didn’t fit inside my car or its trunk.
After spring cleaning a few years ago, I found I needed to add third
and fourth considerations to my list, before I leave the store. Where will
I store this and is there room? And will I use this in the near future, or
will it hang around for a while before I use it up?
If I don’t think about the last two items, some of my bargains actually
cost me in the long run. The following are some of my bargains that
weren’t such bargains after all.
• Chicken and ground beef I wedged into the freezer ended up at
the bottom of the freezer with freezer burn.
• Canned goods got stacked into the kitchen pantry and into
the hall closet. Some cans expired before I got around to
using them.
• A 2-year supply of hand lotion ended up with an odd smell.
• Unopened 2-liter sodas went flat.
• To fit everything in the closets, some paper towel and toilet
tissue rolls got crushed and mangled over time and others were
destroyed when cleaning supplies spilled on them.

The farther out of sight something is the less likely you will remember to use it. Try to use a first-in-first-out method. Look for bargains
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when you buy, but seriously consider your needs and available
storage space before buying large quantities. If you can find a friend
who needs the same items, split the large quantities between you, and
both of you will save.
Martha Cartee, CPA, ABV, CFM, CMA
BatesCarter
Gainesville, GA

BE MINDFUL OF RECEIPTS
Sometimes we spend money without realizing it. Lee Jennings, a CPA from
Rome, Georgia, gave his client a harsh but lasting wake-up call about paying
attention to what he was spending and how what he was spending could also
be deducted for tax purposes, thus saving additional tax dollars in the process.

Burning Money
We had just begun our practice and were frequently going out to
lunch with prospective clients. One day a client (Jim) asked me to
lunch to pick my brain about some ways to save on taxes and get
his spending under control. I readily agreed, and we had a wonderful meal of southern barbeque while we discussed Jim’s growing
real estate business. We discussed how he could get the most benefit
on his taxes for his many expenses. He took notes on a napkin and
promised to take to heart what we had discussed.
The waitress dropped our check and Jim grabbed it, insisting he pay
as this was a deduction for him. He paid with a twenty dollar bill and we
headed out. As we crossed the parking lot, I asked him if he had a five
dollar bill, which he dug out of his wallet. I asked him if he had learned
anything today about saving money and saving on taxes. Jim nodded.
Then I held the five dollar bill up in the air and struck a match,
lighting the bill. Jim’s eyes popped out of his head, as he tried to grab
the bill from my hand. I waved it around until he looked me in the eye.
He asked me why I was burning his five dollar bill. I put the bill out
(continued)
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and looked him square in the eye. I said, “You did not get a receipt
and you did not record the ‘who, what, and why’ of our meeting;
therefore, you just burned five dollars in tax savings.” You can imagine the look on his face as he began to recall our earlier discussion.
Needless to say, we went back in and got a receipt, and he dutifully
recorded the appropriate information.
Many years later, Jim is still a client, and he keeps his receipts.
Lee Jennings, CPA, CGMA, CFCA
RL Jennings & Associates, PC
Rome, GA

TAKING ADVANTAGE OF EVERY OPPORTUNITY
In Lee’s example, his client was missing valuable tax deductions that could
reduce his tax bill. Think about what you may be missing and start keeping your receipts. But then also ask yourself if you are taking advantage of
every opportunity available to you to save money and reduce expenses. If
you are employed, have you reviewed your employee benefits package to
make sure you are taking full advantage of the programs offered to you?
Kemberley Washington, a CPA from New Orleans, shares how important it is to educate yourself about the benefits available to you, and how to
best use them.

Employee Latin or Benefits?
Last summer I met with my student, Jasmi Brown, who had recently
accepted a position with an accounting firm and was confused
about her employee benefits package. With a perplexed look on her
face, she asked me questions concerning short-term and long-term
disability, vesting, deductibles, and much more.
Jasmi is not alone. I am often surprised by clients’ questions regarding their employee benefits. Not only are people not aware what types
of benefits are available to them, but most are concerned about these
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benefits only when they become ill, disabled, lose a love one, or are
near retirement.
Whether you are just entering the workforce or have been employed
for a while, here are some tips to help you get the most of your employee benefits.
Don’t Leave Free Money on the Table
If your company offers a retirement plan such as a 401(k), understand your company’s policy regarding matching and how participation in the plan can reduce your tax liability. If you neglect to
participate in the plan, you are not only leaving free money on the
table from your employer’s matching, but you are also losing out on
the tax savings a 401(k) can provide.
Reduce Your Tax Bill
Certain employee benefits can reduce your tax bill. If you expect to
incur certain medical expenses or make payments toward child care
during the year, participating in your company’s flexible spending
account (FSA) will allow you to pay for these expenses with beforetax dollars, which can reduce your tax bill.
Plan for the Unexpected
No one wants to ponder the thought of losing a loved one or think
about their own death, and because of this fear many people
neglect to plan for the unexpected. Inquire about life insurance
and disability policies offered by your employer. Most often, your
employer will provide low cost options, which may be unavailable
if purchasing these policies on your own.
Whatever your needs are, taking time to understand your employee
benefits package can save you both time and money.
Remember, your choice, your future!

Kemberley Washington, CPA
Dillard University
New Orleans, LA
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REDUCING YOUR INCOME TAXES
“A fine is a tax for doing something wrong; a tax is a fine for doing well.”
–Author Unknown
As referenced in several places in this book, income taxes can be your
highest expense. So when you are looking to save money it is wise to carefully review your tax return to make sure you are taking advantage of all
the tax deductions that are available to you. Tax planning should be a year
round process and not just a scramble to file your returns before the April
15th filing deadline. Feeling overwhelmed? Contact a local CPA to help you
review your past tax returns for possible savings, and ask for help filing
your current returns. Jordan Amin, a CPA from Edison, New Jersey, offers
the following tips that, in addition to the other references about possible tax
savings, may help you further reduce your income tax bill.

Slashing Your Income Taxes
• Maximize your contributions to eligible retirement plans and
IRAs, reducing your current year tax liability.
• Expecting a large medical expense that will allow you to deduct
those expenses in a specific tax year? See the rest of your
doctors, get new glasses, and do whatever else you need to do.
Where practical, bunch your medical expenses into a single year
to maximize the tax benefit.
• Make your January mortgage payment in the last week of
December to get the interest deduction in the current year.
• Expecting a refund? File electronically and have your refund
deposited directly into your bank account to speed up receipt of
your refund. Why let Uncle Sam borrow your money tax free for
longer than necessary?
• Keep track of the costs of improvements on your home. Down
the road should you sell, you’ll have records to support your
true costs.
• At the end of the year, if you have capital gains, consider selling
other investments at a loss to offset that gain. Make sure you
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wait 31 days to buy the same stock back or you’ll trigger the
unpleasant wash sale rules.
• Unemployed? Job searching expenses may be an
itemized deduction.
• Own a business? Review your personal expenses to see if any
qualify as deductible business expenses. Your subscriptions to
professional publications, as well as Internet and cell phone
services are examples of possible deductible business expenses.
Jordan Amin, CPA
EisnerAmper LLP
Edison, NJ
If you own your own business, you may be interested in this reminder
from Ervin Brown, a CPA from Springfield, Tennessee, of an often overlooked tax benefit available to certain business owners.

Hire Your Children
A parent who owns a business can hire their own children, treat
them like any other employee, and deduct these payments to their
offspring as a business expense. For you to take advantage of this
opportunity, the children must be under 18-years old and the parent’s business cannot be a corporation, partnership, or estate. The
resulting tax savings comes in several ways:
1. Parents save paying social security tax on child’s wages, which
currently equals 13.3%.
2. Parents save income tax on child payments, which currently ranges
from 10% to 35%.
3. The child can make up to the standard deduction, currently $5,800
for 2011, and is not required to file an income tax return if this is
his or her only earnings.
4. Parents do not have to withhold Social Security or Medicare tax on
their children’s earnings.

(continued)
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Based on this strategy, we advise parents to figure out how to work
their children into their business in ways that will help the business,
teach the child how to work on a consistent weekly basis, and then
set up a savings account in the child’s name to deposit these earnings
into. It is a great way to teach financial and time management skills
to your children.
Ervin Brown, CPA
Brown, Brown and Associates, P.C.
Springfield, TN

THE SAVVY INVESTOR
As you gain control over your budget and find ways to increase your
savings, it is important to have an investing plan that will help you employ
those savings so they will continue to work for you. Terry Seaton, a CPA
from Saint Augustine, Florida, shares two important investment tips that if
employed can help you build a successful investment plan for your future.

Know Your Objectives
Every investor should strive to have objectives in these four areas:
1. Growth. The primary reason most of us invest our savings is to
grow the value of our savings. For those in retirement, generating
income also becomes very important. Historically, stocks have
provided a higher growth than bonds, but at a greater risk. The
level of growth sought after in any particular portfolio is highly
dependent on the investor’s overall financial situation and should
be determined in conjunction with the next objective, which is
managing risk.
2. Risk. Perhaps the most important investment objective is to understand and control risk. Though all investing requires some level of
risk, it is crucial that investors understand the risk inherent in their
own portfolios and constantly make sure they are comfortable with
that level of risk. There are basically two types of investment risk:
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loss of principal and loss of purchasing power. Loss of principal
is the risk investors typically fear the most but loss of purchasing
power (inflation) can be very harmful for investors who are too
conservative (too much invested in bonds and/or cash). Generally,
stock investments carry a higher loss of principal risk while bonds
(and cash) carry a higher loss of purchasing power risk.
3. Cost. Most investors pay little attention to the cost of investing, but
minimizing costs can have a positive impact on the future value of
a long-term portfolio. The financial industry does not make it easy
to know how much they charge, so investors must make an extra
effort to understand the costs associated with each investment and
to take steps to minimize those costs. Working with a “fee-only
advisor” and investing in low-cost indexed mutual funds (and Exchange Traded Funds) are two excellent methods for the individual
investor to minimize costs.
4. Taxes. Minimizing taxes can have a substantial impact on your
long-term financial health. Make sure taxes are one of the many
factors you consider when making investment decisions. However,
“don’t let the tax tail wag the investment dog.” Sometimes it’s
better to sell a security and pay the taxes in order to avoid taking an even larger investment loss later on. Also, be sure to take
advantage of the “tax loss harvesting” strategy that allows you
to convert unrealized investment losses into realized tax losses
without changing your investment profile.
Follow a Process
Following a process helps to make sure that you are doing the right
things in the right order. Without a process, it’s easy to get confused
and fail to make the most important decisions. Following are the
three main phases of an investing process:

1. Design the Portfolio. The design phase is where the most important decisions are made. It happens in two stages: First, the asset
allocation is determined. Asset allocation is simply determining
how much of the portfolio to assign to each of the three primary

(continued)
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asset categories: stocks, bonds, and cash. This allocation determines how much risk the investor is willing to assume as well as
the potential growth expected. Second, each of the three major
categories is further broken down into sub-categories. For example
in this step, you would determine how to further break down the
stock allocation between U.S. and foreign stocks, large company
and small company stocks, growth versus value stocks, etc. This
process helps to make sure the portfolio is adequately diversified, a
key principle every investor should follow.
2. Build the Portfolio. In the build phase, we determine the specific
securities to use for each category identified above. Do we wish
to build our portfolio using individual stocks and bonds, mutual
funds, Exchange Traded Funds, or some combination? What is a
reasonable level of cost for these securities? How financially safe
and investor friendly are the various mutual fund companies? What
about the liquidity of specific assets?
            Another aspect of the build phase is configuring the assets
between taxable and tax-advantaged accounts to minimize taxes.
For example, to minimize taxes, it is prudent to own tax efficient
assets (for example, growth stocks) in the taxable account and
tax-inefficient assets (for example, corporate bonds) in the taxadvantaged accounts.
3. Maintain the Portfolio. An investment portfolio is not like a
kitchen gadget that you can “set and forget.” It takes ongoing
attention and willingness to make changes—but only when needed.
Rebalancing is a technique used by many investors to make
prudent buy and sell decisions and avoid being jerked around by
the markets. Rebalancing works by periodically selling assets that
have appreciated in value and buying assets that have declined in
value. What a novel idea—buy low and sell high!
Terry Seaton, CPA/PFS, CFP®
Seaton Financial Advisors, LLC
St. Augustine, FL
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IN SUMMARY
This chapter dug a little deeper into your spending habits and suggests
several ideas for you to reduce your taxes and expenses. Following some of
these examples may add thousands of dollars to your net income and help
you pay down debt more quickly and build the amount of money you have
available for savings, investing, or retirement. As you create more savings
and wealth and employ a solid investing strategy, you will create a balanced
investment portfolio that will help you create financial independence.
In the next chapter, we will address your debt. You will be able to
analyze your debt and categorize it between good debt and bad debt. Then
we will talk about how having good debt and properly managing your bad
debt can help improve your credit rating and create a more secure financial
future for you and your family.

73

Chapter 5: Good
Debt, Bad Debt

“Credit buying is much like being drunk. The buzz happens
immediately, and it gives you a lift. The hangover
comes the day after.”
– Dr. Joyce Brothers

“Interest works night and day in fair weather and in foul. It
gnaws at a man’s substance with invisible teeth.”
- Henry Ward Beecher

Save Wisely, Spend Happily

W

e live in a world where it is almost impossible to live debt-free. The
creation of debt instruments like home mortgages, car loans, school loans,
credit and store cards have allowed us to use debt to plan for our lives, both
today and into the future. The problem comes when we allow our debt to get
out of control.
Experts say that monthly payments for long-term debt should not
exceed 36% of your gross monthly income (28% for housing and 8% for
other debts). A few government loan programs allow that percentage to be
as high as 41%. If your percentage is higher than this it is time to make a
serious effort to reduce your debt. Here’s how:
First, determine whether each debt is good debt or bad debt. Good debt
includes obligations taken on to meet a need that you can’t pay cash for
without wiping out cash reserves, but only when the monthly payment fits
your budget. Good debt also includes debt used to acquire an asset that,
after associated costs, consistently generates a cash flow greater than the
debt service. An example of that is a mortgage on a rental property, where
your tenant pays enough rent to cover not only the mortgage and property
maintenance costs, but generates a net positive cash flow to you.
Bad debt includes debt that you have taken on for things that you do not
immediately need and do not generate income to you. For example, let’s
say you want to replace your perfectly serviceable phone with the latest and
greatest on the market, but you don’t have enough cash for the upgrade.
You can wait until you have saved enough money to buy the new phone,
or you can take on debt to get the phone immediately. That would be bad
debt. Bad debt facilitates instant gratification, but generates long-term pain.
Unfortunately, it is way too easy to take on bad debt for instant gratification
these days. The worst of these options are payday loans, title loans, and
excessive credit card debt. These types of debt are easy to get into, but they
carry high interest rates and can take a long time to pay off.
Debt. An amount owed to a person or organization for funds borrowed.
Debt can be represented by a loan note, bond, mortgage or other form
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stating repayment terms and, if applicable, interest requirements.
These different forms all imply intent to pay back an amount owed by a
specific date, which is set forth in the repayment terms.
(Source: www.investorwords.com/1313/debt.html)

Payday loan (also called a payday advance). A loan marketed as a
cash advance on the borrower’s next paycheck. The terms are typically
as follows: a loan amount of about $300, a two-week term, and a fee
of at least $15 per $100 borrowed, which amounts to an annual percentage rate of about 400%. The borrower’s personal check or debit
authorization is held as collateral. Most payday borrowers get caught
in a debt trap, unable to pay off the loan in the two-week term, and
so are compelled to avoid default by paying repeated high fees for no
new money.
(Source: www.responsiblelending.org/tools-resources/glossary/#P)

Car title loan or title loan. A short-term loan secured by a borrower’s
car title. A typical car title loan has a triple-digit annual interest rate,
requires repayment within one month, and is made for much less than
the value of the car. Many borrowers who cannot afford to pay off
their loans repeatedly extend them for additional fees. In some states,
lenders are allowed to keep the surplus from the sale of the car if the
borrower defaults on payment.
(Source: www.responsiblelending.org/tools-resources/glossary/#C)

Debit card (or bank card or check card). A card like a credit card by
which money may be withdrawn or the cost of purchases paid directly
from the holder’s bank account without the payment of interest. Some
cards have a stored value with which a payment is made, while most
relay a message to the cardholder’s bank to withdraw funds from a
designated account in favor of the payee’s designated bank account.
The card can be used as an alternative payment method to cash when
making purchases.
(Source: www.merriam-webster.com/dictionary/debit%20card)

(continued)
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Credit card. A card authorizing purchases on credit. Credit cards charge
interest and are primarily used for short-term financing. Interest usually
begins one month after a purchase is made and borrowing limits are
pre-set according to the individual’s credit rating.
(Source: www.merriam-webster.com/dictionary/credit%20cardb)

Mortgage. A conveyance of or lien against property (as for securing a
loan) that becomes void upon payment or performance according to
stipulated terms. Mortgages are used by individuals and businesses to
make large purchases of real estate without paying the entire value of
the purchase up front.
(Source: www.merriam-webster.com/dictionary/mortgage)

Jim Kehl and Rebecca Li, CPAs from Timonium, Maryland, provide
us with a thorough review of good and bad debt, hitting at the core of the
issue. Debt is a promise to pay and therefore reflects on your character if
you do not pay what you promise when you promise to pay it.

Use of Financial Debt
One of the most misunderstood ideas is financial debt. Many people
think that debt is wonderful because it allows a person to have an instant benefit. Others believe that a person should never buy anything
that cannot be paid for with cash and that all debt is bad. Neither of
these opinions is entirely correct, even though both have merit.
A debt is a promise to pay an amount of money at some time in the
future for something that is received now. Many purchases these days
are made using debt. Again, this is not always a bad thing.
Most people must incur debt to purchase a home. For many families,
a college education is financed with student loans, which are usually a
wise use of debt due to the higher possibility of increased future earning
power. Many businesses started with nothing and became successful
enterprises through the use of debt.
However, a person may sometimes make promises to make payments
that they cannot keep. This is a bad use of debt. When a person makes
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too many promises and can’t pay, the parties owed may take actions
that are harmful for the person who owes the money.
Debt should be used very carefully. To borrow some words from
Coach Knight, a person will be better with money and debt if that
person values keeping his/her word. Why is this so? Because that
person will be careful to promise to pay money when it is due only if the
person can do what he/she says. That person will also be careful to only
make a promise for things that are important to him/her. Some of these
important things are making investments that make money, increasing
one’s knowledge or skills, or obtaining a home.
Managing debt properly goes much deeper than money. It has to do
with the type of person that you are.
Jim Kehl, CPA and Rebecca Li, CPA
Weil, Akman, Baylin & Coleman, P.A.
Timonium, MD
Leonard Wright, a CPA from San Diego, expands on the thoughts
presented by Jim Kehl and Rebecca Li and quite bluntly challenges us all
to consider the benefits of gaining control over our debt and adopting a
more positive outlook, even in the face of financial stress. His message to us
also serves as a good recap of some of the budgeting and savings strategies
addressed in earlier chapters as well as his unique suggestion of using a red
credit card as a visual reminder of the debt you incur every time you use it!

What’s in Your Wallet? My Little Red
Credit (Debt) Card!
These days we are inundated by news stories of how bad life is.
But is it really that bad? While no one can discount that times are
different, the reality is that there is nothing wrong with expecting a
greater standard of living. The problem comes when that standard
of living is based on excessive debt. Each of us should consider the
benefits of having less debt in our lives and gaining control over
how we live.
(continued)
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We have used the following steps with extraordinary results over a
relatively short period of time:
1. Recognize the need for change. Remember, denial is not a river
in Egypt.
2. Plan for your success. Don’t be a deer in the headlights. Budget.
As boring as that sounds, a number of tools are available that can
provide daily updates to foster your success and offer exceptional
debt payoff strategies. Each can be set up over coffee and your
budget categories created over dinner.
3. Identify needs and wants. Eliminate all wants and re-evaluate your
current circumstances. Whether you are spending more than you
receive in salary, or less, the trick is to get out of debt as quickly
as possible. A $50,000 credit card debt at 19.99 percent interest is
over $800 per month. If just the interest payments are channeled
into a 401(k) plan, you will build considerable wealth over the
years. It’s time to build your wealth, not the credit card company’s!
4. Establish a safety fund. The appropriate amount will vary based on
your facts and circumstances; generally between 3 to 12 months of
expenses in cash. Business owners tend to prefer larger amounts of
cash on hand.
5. Recipe for any raise: 1/3 to pay off debt, 1/3 to cash safety fund,
1/3 to wants. You have been successful, reward yourself! Take some
of that money and do whatever you like!
6. Dot the i’s and cross the t’s in your financial life. Experience
shows that the biggest catastrophes are sudden unforeseen
circumstances—a fire that sweeps through town, a car accident
that results in a permanent disability, or any number of problems
that pop up uninvited. Make sure your homeowner’s policy reflects
code upgrades and replacement costs, that you have adequate life
insurance, disability income insurance, and long-term care coverage, and that your automobile insurance policy is adequate.
7. Carry a red credit card in your wallet. It will reinforce that you are
going into debt every time you use it. Are you purchasing a need or
a want? Use cash for wants.
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8. Enjoy life! The world does not come to an end without a $5,000
vacation. An America the Beautiful Pass may be purchased for $80
per year. It is even a better deal for seniors: a $10 fee for a lifetime.
You can’t beat that! Research shows that we appreciate experiences
more than tangible purchases. A quick experiment will demonstrate
how true that is. Look down at your shoes. Do you remember how
they felt the first day you wore them? Probably not. Now reflect on
your last good vacation with your family. You see my point.
Leonard Wright, CPA/PFS
San Diego, California

CREDIT CARDS—GOOD OR BAD?
Leonard Wright introduces the use of credit cards and the need to be aware
of getting into debt each time you use it. Credit cards can serve very useful purposes as well. Not only will the proper use of credit cards help you
establish and maintain a good credit history, they are invaluable safety nets
in the event of an emergency. Nicole Gorr, a CPA from Liberty, New York,
shares the often over-looked benefits of using credit cards.

Credit history or credit report is a document from a credit bureau
setting forth a credit rating and pertinent financial data concerning a
person or a company and used by banks, merchants, suppliers and the
like in evaluating a credit risk. Credit reporting practices are regulated
by the federal Fair Credit Reporting Act. The term credit reputation
can be used synonymously to either credit history or credit score. In
the U.S., when a customer fills out an application for credit from a
bank, store, or credit card company, the information is forwarded to a
credit bureau. The credit bureau matches the name, address, and other
identifying information about the credit applicant with information
retained by the bureau in its files. This information is used by lenders
such as credit card companies to determine an individual’s credit worthiness; that is, determining an individual’s willingness to repay a debt.
(continued)
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The willingness to repay a debt is indicated by how timely past payments have been made to other lenders. Lenders like to see consumer
debt obligations paid on a monthly basis.
(Source: Deluxe Black’s Law Dictionary, Sixth Edition)

Benefits and Consequences
We’ve all heard the horror stories about the hazards of credit cards.
Users get carried away with their spending, drown in unmanageable
debt, and are unable to pay it off. So naturally, I was a bit hesitant
when my father had me apply for a credit card once I turned 18.
While tentative, I was also thoroughly exhilarated by the prospect
of my first shopping trip. Although I had no idea what was going
through my father’s head at the time to have encouraged a teenager
to have such spending power, I soon understood the lesson he was
offering me.
Credit cards are worthwhile and necessary, and if you play your cards
right you can come out on top. Using a credit card early in life helped
me build great credit. Sure, you can get by using only cash—until you
apply for a mortgage to buy your first house. Lenders use credit scores
to determine your reliability and worthiness. Therefore, you need to
show that you have an established credit history and are capable of
making payments on time. This will make you a less risky borrower, and
you will obtain better loan terms as a result.
You can also take advantage of credit cards’ great rewards systems!
Many cards have at least 1 percent cash back on all purchases, plus increased bonuses for areas of interest including dining, airfare, and even
gas. Additionally, you can get extra perks from shopping online through
partner websites, where you can sometimes get as much as 20% cash
back. These rewards can be redeemed for checks, statement credits, or
even gift cards and merchandise. It’s always a happy day when I can
redeem my rewards and make some of my money back.
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A word of caution: if you get swipe-happy with your credit card, it’s
very easy to become blind to how much money you’ve actually spent. Be
conscious of your budget and know when you have to draw the line. If
you think you lack the discipline, you can always pick a card with a low
credit line, such as $500. Or, you can simply pick one expense to use
your credit card for, such as filling up your gas tank, and pay everything
else with cash.
Of course, you have to satisfy the not-so-fun part of the deal and pay
your card off every month. Pay your balance in full each period on time
so you don’t get hit with interest and negate your rewards. If you decide
to pay by sending a check through the mail, make sure you mark your
calendar so you mail it out on time. Another option is taking advantage
of online banking. It’s very easy to schedule a payment either manually
or by using an auto-pay feature so your payments are made on the due
date without any action on your part.
Understanding the benefits and consequences of using credit cards
will help highlight the differences between good debt and bad debt.
Nicole Gorr, CPA
Granite Associates, L.P.
Liberty, NY

THE GOOD, THE BAD, AND THE UGLY
Lisa Germano, from Midlothian, Virginia, shares how parents can lose
control over their own credit rating and credit history by allowing their
children unlimited access to their credit cards. It highlights the importance
of teaching your teens about money, which we will cover in chapter 10.

From Convenience to Nightmare
Credit cards can be a convenience. But for a student without regular
income, they can lead to a dangerous combination—enticing convenience in spending with no income to repay. In this story, a mom
learned that the hard way.

(continued)
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Instead of getting a card in her son’s name, one mother of a high
school student decided to allow her son to use her credit card to test the
waters. She thought she would have better control over his spending if
she could see it online.
She didn’t think to set spending limits for her son, since they had
agreed that the credit card was to be used only when she preapproved the purchase. Her credit limit for the credit card was $3,000.
As she checked her account during the first few months, all went as
she had hoped.
Then one day her son realized that he was not constrained to purchasing only when she preapproved. At eighteen he would often meet his
friends out to eat. Soon, he started “forgetting” to ask mom for preapproval and became accustomed to using mom’s card on a regular basis.
With an automatic payment plan on the credit card, it was three
months before mom realized that her son had been charging many
things without pre-approval. She was an executive who traveled for
business often and she never used the credit card for fast food restaurants. One day she was startled to learn that she was at her credit limit,
and the multiple fast-food restaurant charges jolted her into reality.
Son was chagrined when mom sat him down. He didn’t really understand what happened when he used the card. Mom realized that in
giving her credit card to him she had made it convenient for herself, but
she had not given him the whole picture about how credit cards worked.
When he started to drive it was just easier for her to allow him to have
a credit card than to give him cash. All of a sudden, she was facing
a $3,000 bill to pay. She had literally placed her credit rating in his
hands. She realized that she should have started at the beginning with
him by having him earn the right to charge and making sure he understood the entire process.
After a long discussion about how long it would take her to pay the
card down and how much additional interest she would have to pay, she
continued with a discussion about debt, credit, and credit worthiness.
She shared why a bank gave her the credit card, why they allowed her
to have it, how it allowed other financial institutions to assess her as
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a credit risk as well as sharing with him the actual cost of borrowing.
Her son became very engaged in the process and the credit card was
returned to Mom. The lesson of borrowing literally hit home for this
mother and son.
The lesson here is that credit cards are as important as your signature. Keep them personal and do not share them with others in your
family. Give credit only where credit has been earned.
Lisa Germano, CPA, JD, CGMA
Actuarial Benefits & Design Company
Midlothian, VA

CREDIT CARDS AND EMOTION
Jordan Amin, a CPA from Edison, New Jersey, shares a heart wrenching
story about how strongly our emotions play into our decision making. He
shares the journey of a young man moving from a debt-free life to debtladen very quickly because he was blinded by love.

Credit Card for Love
Upon graduating college, Connor got his first job and moved out
of his parent’s house and into the city. Soon Connor met Amanda
and they began dating. Connor and Amanda liked to go out to fancy
restaurants for dinner; they went to concerts and did many other fun
things. Connor usually paid when they went out, and he did so using
his credit card.
After a while Connor and Amanda moved into an apartment together.
They bought new furniture and a new television and invited friends over
to see their new place. They continued to go out for dinner and to see
shows, and Connor kept using his credit card to pay for everything.
At first Connor was able to pay his credit card balance in full each
month. But one month he had spent a little too much money on his
card and he couldn’t afford to pay the entire bill along with his share
of the rent and utilities. So he only paid part of the balance on his

(continued)
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(continued)

credit card saying, “This isn’t so bad. I’ll pay a little interest and I’ll
pay it off next month.”
But next month was Amanda’s birthday, and he bought her a really
nice present on his credit card. Again when the bill came, he couldn’t
afford to pay the whole bill. So once again, Connor paid just the
minimum payment and let the balance grow. Before he knew it, he had a
balance of $5,000.
Unfortunately for Connor, he and Amanda started fighting. He continued treating her to dinners, concerts, and baseball games, trying to
make things better—using his credit card. The next year, when Amanda
and Connor finally broke up, Connor had a balance of $18,000 on his
credit card. At the time, he was making $60,000 a year, had no savings
and no way to pay his credit card balance.
So Connor moved out of the fancy apartment that he had shared with
Amanda and moved into a smaller “not so nice” apartment, in a “not
so nice” part of the city. He stopped going out to eat and started eating
a lot of pasta in his small, not so nice apartment. But even though
Connor was paying his new charges each month and sending the credit
card company extra money towards his old balance, the balance didn’t
seem to be getting any smaller. He was barely able to pay the interest
they were charging.
Then the economy turned ugly and Connor lost his job. With no job,
no income, and almost $20,000 worth of credit card debt, at 30 years
old, Connor did the unthinkable. He called his mom and asked for help.
Connor was very lucky when his mom agreed to loan him the money
to pay off his credit card bill, but she also required him to commit to a
payment plan to reimburse her over time.
Finally things changed for the better. Connor got a new job, then
called his CPA. Together they created a monthly budget so Connor
could figure out just how much money he could spend and how much he
needed to save. And every month Connor sent his mom a check. Almost
three years later Connor paid his mom back. Once she was paid in full,
Connor took the money he was paying his mom and started saving that
same amount each month. More than five years later, Connor bought
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his very own apartment, in a much nicer part of the city, and to this day
Connor has never charged anything on his credit card that he couldn’t
afford to pay at the end of the month.
Jordan Amin, CPA
EisnerAmper LLP
Edison, NJ

DEBT COUNSELORS
If you’re deeply in debt and struggling to stay afloat, and don’t have a
family member to turn to like in Jordan Amin’s story, a credit counselor
can help you analyze your finances and create a spending plan. Counselors
can set up a formal debt-management plan, with lower interest rates and
more favorable terms, and get you out of debt within five years. They don’t
handle bankruptcies, but they can recommend that you see an attorney.
Stick with reputable, nonprofit agencies that follow best-practice
standards, employ trained and certified counselors, and are members of
the Association of Independent Consumer Credit Counseling Agencies
(www.aiccca.org) or the National Foundation for Credit Counseling
(www.nfcc.org).
Usually, a credit counselor will give you basic advice free. Setting up a
plan should cost $50 to $75 initially and $25 to $50 per month thereafter.
If a counselor you’re considering charges higher fees, or won’t disclose
them, go elsewhere. Be sure to check out any agency with the local Better
Business Bureau and the state Attorney General’s Office to see if there are
any unresolved complaints.1
Markus Schwab, a CPA from Peachtree City, Georgia, shares another
story about how “easy credit” can become very difficult to manage. You
will see a path similar to that described in the previous story. This young
man didn’t have a mother to help him out though, so he turned to a debt
counselor when he was at his wit’s end. Through following careful and
thoughtful advice he was able to dig out of his hole of debt and change his
spending habits to build a better future for his family.
1

Source: www.360financialliteracy.org/Topics/Credit-and-Debt/Debt/I-m-one-of-those
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Credit Cards Can Change Your Life
I was twenty-four years old, fresh out of the military, working my
way through college in Miami, and looking to establish good credit.
“You can build your credit score by applying for gas or department store credit cards,” my father told me. “But, use the cards
wisely,” he cautioned.
“Wisely?” I pondered. “What does that mean?”
I like that fancy watch. Everybody needs a watch. This is a wise
purchase. I can easily afford a less expensive one, but really like this
particular watch. Besides, I will pay the bill the following month when
the statement arrives.
One day I went to my mailbox and found a credit card offer for zero
percent interest. “How could I go wrong with this one?” I thought.
It was great! I furnished an apartment, purchased electronics, fancy
clothes, and dined out nightly. As my income and credit improved, I purchased the things I wanted. Somehow, the credit card balances slowly
built up. Before I knew it, I owed almost $30,000 in credit card debt.
“What happened?” I asked myself. At first, I was able to pay off
the credit cards. Then things changed. I found myself shuffling credit
balances to avoid payments, to buy more time, and to lower my
interest expense, always thinking that I would catch up next month.
The fun of credit wore off quickly as I was struggling to make
payments. Eventually I fell behind, collection calls started, and my
phone rang off the hook.
One day a close friend suggested that I call a debt counseling
program. I picked up the phone, embarrassed by my situation, but
knowing I needed to take control. I scheduled an appointment with a
debt counselor.
Immediately, the following echoed from the counselor’s mouth, “The
first thing you need to do is reduce frivolous expenses.”
We looked at everything and squeezed wherever we could. First to go
were dining out, dry cleaners, and electronics. I clipped coupons and
searched for real deals on every-day living expenses. When I thought
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there was no more, I found another place to cut back. This was a very
humbling experience.
I knew I owed every penny and planned to repay every cent. The program contacted every one of my creditors, set up a repayment schedule
(often at a reduced interest rate), and cancelled all of my credit cards.
At this point, I have to give “credit” where “credit” is due. I am
grateful to my wonderful wife who married me despite debt. We assessed all our income and allocated every cent we had available each
month towards debt repayment. Fortunately, what was initially a seven
year repayment plan was paid off in five years.
Almost a decade later, with a great family of four, a house, two cars,
and a dog, we have no credit card debt. We live a modest but very
happy life on my single income. We only make credit card purchases
that we know we will pay in full when the bill comes due. Life is good!
Markus R. Schwab, CPA.CITP, CGMA
CFO, City of Griffin, Georgia
Peachtree City, GA

BUT IT’S INTEREST FREE DEBT!
Have you ever been tempted by the “zero interest” or “no interest for a
year” promotions that you see for electronics, furniture or other high price
items? They sound too good to be true, don’t they? Well it turns out that if
you don’t read the fine print and follow every rule, you may find out that
the “zero interest” may get replaced by a much higher rate.
Diane H. Wightman, a CPA from Westminster, Colorado, shares a story
that may sound more familiar than you would like. The moral of this story
is to read the fine print.

Read the Fine Print
When Mollie moved into her first apartment, she found that she
was lacking in electronics for her home. She had heard numerous
advertisements for “interest free” financing available at major
(continued)
electronic stores.
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(continued)

Rather than run right out and buy, she went through her spending
plan and determined what she would be able to afford.
At the store, Mollie carefully selected a TV, electronic game station,
and speakers. Her purchase totaled $1,862.97. The helpful clerk suggested that she open a store credit card with “zero percent financing for
18 months.” She was told it would take only a few minutes to get approved. “How much is the interest?” Mollie asked. “It’s 0%,” the clerk
replied without explaining that her interest would be accruing at 21%
and would become part of her balance if she didn’t pay off the original
amount charged before eighteen months expired. “OK, let’s do it.”
As promised, within minutes, Mollie was approved and on her
way home.
Mollie diligently made the minimum monthly payments of $10.00
per month and enjoyed her new electronics. In fact many times she
paid more than the minimum. The first month she accrued deferred
interest of $32.61. After eighteen months, she had accrued deferred
interest of $598.50.
What Mollie did not realize was if she did not pay the full balance at
the end of the eighteen months, she would be responsible for all the deferred interest that had accrued. And that is exactly what happened. By
deciding to just pay the minimum, she still had a remaining balance due
at the end of the eighteen months which meant that the deferred interest
kicked in. So her $1,862.97 purchase ended up costing her $2,461.47!
Interest free or zero percent interest is a good strategy if you understand the transaction and are disciplined. Rather than making minimum
payments, take the amount of your purchase divided by the number
of deferred months (rounding up to the next dollar) to determine your
monthly payment. In Mollie’s case that would have been $104 per
month. Pay this amount each month. By the time eighteen months has
expired, your balance will be zero. Doing this allows you to use the
store’s money for eighteen months, interest free.
One final caution: make certain that your last payment arrives in time
for the store to post it to your account before the deferred time period
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expires. If the payment is not posted, you risk having all the deferred
interest coming due.
Diane H. Wightman, CPA
Controlled Resources, Inc.
Westminster, CO

THEY CHOSE ME!
A common mistake people make is assuming that they truly qualify for any
credit card offer they receive. Instead of being excited to use a credit card
you receive in the mail, you may want to get excited about cutting it up and
throwing it out. Choose your debt wisely, and as emphasized by Bezayehu
Asrat’s story, read the fine print.

Credit Card Excitement
Immigrants to America are very eager to know everything; they
want to try new things and are curious about things they never knew
before. That’s how I felt when I first moved to the United States of
America. I wanted to try everything, I wanted to have things I never
had before, and when it came to handling my money I was like a
curious child. When I first came to the U.S., I used credit cards for
the first time. Being raised in a country where no credit card system
existed, I had not been taught how to use them or use them wisely;
I decided to discover for myself what credit cards were all about.
When I started working I began receiving credit card applications. I
was so excited that they chose me. I applied for almost all of them as
it seemed foolish to say “no.” As a result I became the proud “owner” of most department store cards and other major credit cards.
I used my cards for all kinds of purchases regardless of how much
money I had in the bank. It was fun because it was something I had
never done before. Eventually it took a toll financially. I could barely
(continued)
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(continued)

make the minimum payments. I had no savings or financial plan due to
large balances on my credit cards. Fortunately, I read a book that told
me how to get out of debt and save for emergencies and other long-term
goals. At that point, I decided to pay off all my balances and free myself
of credit card debt.
Here are some points for new immigrants or young adults starting
out in life.
Ask before you use. The choices we make have consequences. In
order to establish a good credit history you need to have a plan.
Before you get your first credit card, learn about it—what are the
advantages and disadvantages? How does APR (annual percentage rate) work? There are lots of nonprofit money management
organizations that give free financial literacy programs. Participate and ask questions before getting into trouble.
Know your limits. If you already have a credit card and use it
regularly, pay it off every month so you don’t have to pay interest.
To avoid carrying balances, live on a budget and stick with it.
Avoid impulse purchases by first thinking about buying it on sale,
or create a savings plan to use cash instead of your credit card. It’s
also okay to say “no” to credit card company offers.
Use the debt snowball. If you have more than one credit card with
a balance, the quickest way to get out of debt is the debt snowball.
Here is how it works: list all the debts you have, smallest to largest.
Then plan to pay the minimum on every card except the smallest
balance. Find out how much extra you can pay towards the smallest debt on top of the minimum until you have paid it off. Once the
smallest balance is paid in full, target the second smallest balance
and add the payments you were paying on the old account to the
minimum payment on the second smallest debt. Repeat this method
until all debts are cleared. (Keep in mind the interest rates being
charged on your cards as well.)
I have come a long way since then, but I still remember my early
credit card excitement, the stress from being heavily in debt, and the
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freedom I felt when I finally paid them all off. The experience taught
me valuable lessons.
Credit cards can be dangerous to your financial health. Know how to
use them and use them wisely.
Bezayehu Asrat, CPA
Abrams Little-Gill Loberfeld PC
Chestnut Hill, MA

WHAT IS MY CREDIT SCORE AND
CREDIT HISTORY?
Throughout this chapter you have read stories of how people have used
good debt and bad debt and along the way there have been mentions of the
importance of establishing a good credit history, as well as the pitfalls of
having a bad credit history.
The federal government mandated that the three major credit reporting
agencies provide U.S. citizens with a free copy of their annual credit report.
You may request it at www.annualcreditreport.com. However, your actual
credit score, or FICO score, may cost you money to receive. You have three
FICO scores, one from each of the three credit bureaus: Experian, Trans
Union, and Equifax. Each score is based on information the credit bureau
keeps on file about you. Taking steps to improve your FICO scores can help
you qualify for better rates from lenders.
FICO score. Sometimes called a credit score, it is a number that rates
a borrower’s credit record. The score is based on a number of factors,
including how well debts have been paid off, current levels of debt,
types of credit, and length of credit history. Lenders use credit scores
to decide who qualifies for a loan and how much the loan should cost.
Scores generally range from 350 to 900; most lenders consider a score
over 660 to be very good. FICO is an acronym for the Fair Isaac Corporation, the creators of the FICO score.
(Source: www.responsiblelending.org/tools-resources/glossary/#credit_score)
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The FICO credit score—that three-digit number that helps determine
how much you can borrow and on what terms—is complex, but the
following graphic is a good rule of thumb on how your credit score is
determined.

Payment history (or how you’ve handled credit in the past) = 35
percent
In the calculation of your FICO credit score, no factor is more important
than your payment history. That history comprises many complex components, but ultimately, experts say, it’s pretty simple: Pay your bills on time,
every time.
Total debt (or how much you owe) = 30 percent
If you want to earn a good score, you’ll need to pay attention to your
amounts owed—the second-most important factor used to calculate a borrower’s FICO score.
Length of credit history (or how long you’ve had credit) = 15 percent
It may not be the most important factor, but if you don’t have a long credit
history, you can probably forget ever having a perfect score. Plus, without
at least some length of credit history, you won’t have a score at all.
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New credit (or how many times you’ve applied for credit lately) = 10
percent
Taking on too much new credit too quickly can hurt your FICO credit
score. However, adding “new credit” to an old, troubled account may
actually help your score. Confused? Welcome to the complex world of the
FICO credit score.
Credit mix (or how many different types of loans you’ve taken out over
the years) = 10 percent
Want good credit? Responsible use of a single loan can get you there. But if
you want a top credit score—the kind that gets you the best rates, the highest limits and the sweetest deals—you’re going to have to mix it up a bit.
(Copyright © creditcards.com, all rights reserved. Reprinted with permission.)

SO HOW DO I GET FROM A BAD CREDIT SCORE
TO A GOOD CREDIT SCORE?
This may all seem quite confusing, and it is. Here are some simple steps
you can take to tackle the process of first receiving your credit report and
score, and then getting your score as high as possible. It won’t happen overnight, but if you diligently apply these steps and make sure you pay all your
bills in a timely manner, your credit score will start improving very soon.
• Get your credit report and check for errors.
• Dispute any errors in writing to the credit bureaus. They must
respond within 30 days to written requests.
• Pay down your debt to be no more than 25 to 30% of your available
credit. You will quickly see results.
• Don’t max out any debt as it will hurt your available credit.
• When you pay off a credit card, don’t close it. Closing it will
negatively affect your credit score by reducing available credit.
• Become an authorized user on someone else’s card who has excellent and long-standing good credit. (Just don’t use it and get them
in debt!)
• Ask creditors for forgiveness, called a good will letter, and ask them
to remove bad marks on your credit report.
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• Get any student loans current and keep them current.
• Dispute any old negatives. Ask for proof that you owe the debts,
then ask for them to be deleted if that proof cannot be provided.
• Pay all your bills on time, every time.

IN SUMMARY
Household debt may be crippling our economy. More importantly, it is creating tremendous stress within the family unit. The average credit card debt
per household with credit card debt was $15,799.2 This does not include
debts related to housing or student loans.
It is imperative for each of us to analyze our finances and truly identify
our good debts vs. our bad debts. Then take affirmative action to minimize
bad debt. Maybe some of the stories that people shared in this chapter about
successfully getting out of bad debt will have given you some ideas that
you can immediately apply in your own life.
Getting debt under control is the best way to minimize financial stress
and ensure a life of happiness and financial freedom.

Source: www.creditcards.com/credit-card-news/credit-card-industry-facts-personal-debtstatistics-1276.php#ixzz1sntdDEpG
2
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“When a match has equal partners, then I fear not.”
- AESCHYLUS, Prometheus Bound

“What counts in making a happy marriage is not so much how
compatible you are, but how you deal with incompatibility.”
- Leo Tolstoy
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I

f you are married, or getting married soon, and think that your love is so
strong that it will conquer all obstacles that may get in your way, you may
want to splash some cold water on your face and read on. According to a
survey by American Express, the number one source of anxiety among married couples is finances. And given the roller coaster economy we have experienced in the last several years, there is no doubt that many marriages have
been stressed by financial issues.
In addition to highlighting this issue, the Couples and Money Survey1
from the American Express Company highlighted some other interesting
statistics that you may want to be aware of before you roll your eyes and
think it couldn’t possibly happen to you:
• 61% of couples say discussions about household finances lead
to arguments
• 50% of couples say the financial habits of their partner drive
them crazy
• 75% of couples have financial secrets they’ve kept from their partner
In yet another survey2 by American Express, 91 percent of Americans
admitted to finding reasons to avoid talking with their partners about money,
saying they are more likely to know their partner’s weight than salary.
In spite of these statistics, there are many happily married couples today
who have found a way to plan and work through financial issues together.
However, the 91 percent of Americans who admit to finding reasons to
avoid the “money talk” is startling. By recognizing that money plays a
significant role in your own marriage, you can take steps today to prevent
money arguments in the future. The key is quite simply communication,
and when that fails, even more communication is required. We recognize that this is much easier said than done. In fact, as your relationship
grows, the money conversation you need to have with your partner may
change depending on where you are in your financial plan or in response

Source: www.kiplinger.com/columns/kiptips/archives/the-truth-about-marriage-and-money.
html#ixzz1m97geqUW
1

Source: http://financialtools.americanexpress.com/supplementalpages/money_trumps_children_and_
in_laws_as_source_of_relationship_stress.html#
2
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to circumstances that may occur along the way. Let’s review the different
“money conversations” that will help ensure that you and your partner succeed as financial partners as well as life partners:
1.
2.
3.
4.
5.

The Money Talk
The Dream and Plan Talk
The Putting Into Practice Talk
The Credit Talk
The Reality Check Talk

THE MONEY TALK
Make an appointment with your spouse or soon-to-be spouse (partner)
to talk about money and create a safe environment where you won’t be
disturbed or overheard by others. Share with each other how money was
handled by your respective families when you were growing up. Were your
parents entrepreneurs or were they employees? Were they savers with frugal
spending habits, or were they spendthrifts and possibly heavy in debt? Did
they have a scarcity (there is not enough) mindset, or an abundance (there is
always a way to expand the pie) mindset?
You will find that it is much easier to start the conversation by talking
about the money habits of your families rather than diving right into your
own personal money habits. In fact, you will probably find yourself laughing as you share stories with each other. You may even discover a few
things about yourself and your own money habits in the process.
This discussion will set the stage and naturally move you and your
partner into talking about your own financial status and habits. You should
be open and honest about your own spending habits, as well as your fears
around money and any fears you may have about your partner’s finances or
spending habits.
Couples will often see an immediate improvement in their relationship
because the fear that has been hidden and festering will often dissipate
immediately through an open and trusting discussion between the partners.
The fear is actually being replaced with a more intimate knowledge and
feeling of trust as the couple creates a shared vision for the future.
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If you are still dating and just talking about getting married, you should
take the time to share with each other your true financial position, the
assets that you each bring into the marriage as well as any debts and other
liabilities. Then openly discuss how you both want to treat them within the
marriage. Will you keep them as your separate assets and liabilities, or will
they become jointly shared? You may want to agree to hire a CPA and or a
lawyer to assist you in reviewing the alternatives and how to ensure your
wishes are properly documented. A prenuptial may be in order to document
your and your partner’s wishes.

Prenuptuals
Even if you have never thought about signing a prenuptial agreement, it’s
wise to consider it now. That’s because one or both spouses in a marriage
may have significant assets, business interests, or children to consider. In a
sense, a prenuptial is like a will: if you do not have one your respective assets will be categorized and treated according to the applicable law—which
may or may not be what you desire or intend. With a prenuptial, rather than
defaulting to the law, you can control the way assets are treated.
Here are the issues that prenuptial agreements typically address:3
Assets and liabilities
• What assets are you each bringing into the marriage, and what is
their value?
• Which assets become marital property, and which ones will continue to be owned individually?
• Will gifts and inheritances be shared or separate?
• What liabilities does each of you have?
Divorce
• How will you divide assets if you divorce?
• Will either spouse receive a lump-sum settlement or alimony?
Estate planning
• What will go to your children from previous marriages?
• What will go to children you have together?
3 Source: www.360financialliteracy.org/Topics/Family-Financial-Planning/Remarriage/Remarriageand-prenuptial-agreements
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Special considerations
• Will special contributions (for example, limiting a career for the
benefit of children or the other spouse) be considered?
• What if one spouse brings more liabilities to the marriage than
the other?
• Will there be a time limit or condition (for example, 10 years of marriage, the birth of a child) that will end the prenuptial agreement?
Legal counsel
• You and your future spouse should hire separate attorneys.
• The best prenuptial agreement is one that protects the interests of
both spouses without causing mistrust.

A prenuptial agreement:
• Details the assets and liabilities that each partner brings into
the marriage.
• Spells out a couple’s agreement on the division of assets in the
event of divorce.
(Source: www.360financialliteracy.org/Topics/Family-Financial-Planning/Remarriage/Remarriage-and-prenuptial-agreements)

Even though having a prenuptial makes total logical sense, many times
people are afraid to even bring up the subject with the person they love.
Their emotions may overrule their logic because they are afraid of creating
turmoil in the relationship or afraid of being totally rejected by their partner. They don’t have a clue how to begin the initial conversation. Here are
several suggestions on how to start the discussion:4
• “I believe that marriage is a 50-50 proposition, and I’m concerned
about giving up my job to become a full-time stay at home spouse.
Can we establish a principle of 50-50 sharing at the outset?”
• “Let’s talk about our future, what we both want, our lifestyles, and
our present and future finances. I want to make sure all our money
4

Source: www.equalityinmarriage.org/bmbringup.html
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issues are addressed and resolved in an agreement. Then we won’t
have them hanging over us when we get married.”
• “One thing I have to consider before I get married is my parents’
business. I need to be confident that the business will remain in the
family in the event the unthinkable occurs.”

Postnuptials
If you are already married, this section about the process of creating a
prenuptial agreement may have triggered some important issues that you
realize have not been addressed in your own marriage. It is not too late
to deal with those issues. You and your partner may want to consider a
postnuptial agreement that contains all the same provisions highlighted
for the prenuptial, but is executed after the marriage vows are taken.
Once again, we recommend that you hire separate attorneys to advise you
through the process.

THE DREAM AND PLAN TALK
As you plan your life together, it is vital that you and your partner share
common goals. There is a simple exercise that can highlight areas where
you and your partner are aligned and other areas which may need improvement. Make another date with your partner where you can focus on your
future together. However, before your date each of you should take the time
to write down your 5 most important goals, using a 5 or 10 year time frame.
These goals can be about your career, buying a home, your dream car or
vacation, or about a retirement goal. Come together for your “dream date”
and share your goals with each other to see where your goals are in alignment, and more importantly, where they are not.
Then create a “dream plan” together that will allow you to achieve your
joint goals as well as address your individual goals. It is important for each
of you to have your individual dreams as well as shared dreams. Then together create the budget that will allow you to make those dreams a reality.
Creating a budget is addressed more specifically in chapter 2.

104

Chapter 6: Money and Marriage

THE PUTTING INTO PRACTICE TALK
A plan and budget is only useful if it is put into action. Most often one
partner assumes the primary role of handling the day to day finances. Over
time that partner may feel the additional burden and stress related to being
in charge of all of the couple’s finances. However, the other partner may
experience his or her own stress from feeling “in the dark” about where the
money is going and where they stand in their budget and planning benchmarks. Both stresses are real, and only dealt with when couples openly
communicate.
Susan Howe, a CPA from Pennsylvania, shares the story of her own
marriage that highlights the importance of recognizing these stresses and
dealing with them as quickly as possible.

In the Dark
A couple of years ago, I had an unexpected change in the direction
of my career. After 24 years of working for one financial services
firm, I was made an early-retirement offer that I didn’t have the
will to refuse. While I hadn’t planned on leaving my job during a
recession, as a CPA I have always had a backup plan to deal with
such a situation.
Thankfully, my plan included having saved enough money to cover
my living expenses for up to a year in the event of unexpected unemployment, or in this case, unexpected early retirement. It included
ways to cut back on spending, and a buffer against running out of
money completely. My plan also included recognizing the silver lining
that my unexpected retirement created. I now had the opportunity to
explore other less-stressful options for making money that could and
would increase my personal happiness. Unfortunately, my plan did
not include having a thoughtful discussion with my spouse about what
my plan was, how it might play out, and what he might expect during
the transition period.
While my spouse was not unsympathetic to my desire for a break from
a punishing work schedule, and a change in direction, he had become

(continued)
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very accustomed to years of regular, generous paychecks. After 30 years
of marriage and increasing prosperity, I failed to consider that this
sudden change in circumstances—combined with not being fully in the
know about my financial plan—would cause him a lot of stress.
Even though I knew he trusted my ability to manage our financial
lives, I started to notice that he was becoming increasingly anxious
as I debated the merits of another “steady” job versus striking out
on my own with consulting opportunities. As his nudges to look for
steady work got more insistent, and as the gaps between paychecks
from my early consulting gigs started to eat into our savings cushion, it finally dawned on me that I wasn’t being completely fair
asking him to “just trust me.”
If one spouse does all the financial work in a marriage, the other one
is effectively in the dark. Anyone becomes anxious when they are left
out of the loop, especially as circumstances change and evolve. My
response (after first chafing at his inability to “just get on board with
my plan”) was to start to try to more thoroughly prepare him for how
I thought things might play out. For example, I knew that I needed to
prepare for unexpected delays in payment for my consulting work. This
meant our bank account would get way lower than we were used to. He
winced, but at least he wasn’t blindsided when he looked at the account
balance. I next explained the concept of accounts receivable, and why
the low bank balance didn’t mean we were going to starve and be out
on the street. He still wasn’t crazy about the whole idea of forgoing that
regular fat paycheck, but at least the more frequent discussion of the
situation seemed to make him more comfortable that I really did have a
plan, albeit with some variations to deal with detours along the way.
The real moral to this story is that marriage is a partnership, and
so managing the financial affairs of the marriage should also be
a shared activity. Especially if one spouse is far more financially
inclined, the effort has to be made to include both spouses in the
financial decision making and make sure that each spouse has an
understanding of the financial challenges and successes. Doing otherwise not only sets up a marriage for contention, but places one spouse
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at financial risk if something unexpected happens to the one doing all
the money management. If you’re the spouse who manages the money,
put yourself in the other spouse’s shoes for a moment, and then make
a point to share your financial picture. If you’re the spouse content to
sit back and avoid the money management, rethink that decision and
ask for more information. The song is sweeter when the melody and
the harmony are sung together.
Susan Howe, CPA
Howe Advisory
Philadelphia, PA
Putting your own plan into practice involves paying attention to many
different aspects of your financial life. So start by having the conversation
with your partner, and as part of the discussion you may want to review all
areas of your financial life. Here are some things to consider:
• Who will pay the bills?
• How much of an emergency fund do you need? Where will you
keep it?
• How will you handle credit cards, separately or jointly, or some
of each?
• Who will update the titles to assets, and will they be titled separately
or jointly, or some of each?
• Who will handle updating your insurance regularly and verifying
beneficiaries?
• Who will handle updating your wills and trusts? (This is even more
important when children are involved.)
• How often will you conduct a review?
• How will you deal with new debt and its impact on your individual
credit scores?
• How are you preparing for retirement?
In chapter 2 we discussed tools that can help you create your budget
and financial plan.
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THE CREDIT AND DEBT TALK
Your credit score in life can be compared to your report card while you
were in school. The higher your credit scores the better, and the easier it is
to get a loan when you really need one. It is important to create a habit of
regularly discussing your mutual credit scores with your partner. Download
your scores at least annually (visit www.annualcreditreport.com), look for
any errors, compare them, and see how you can work together to increase
both your individual scores. In doing so, remember that there are several
common myths about marriage and credit that you should be aware of:
1. When you get married you and your spouse’s credit scores are combined. FALSE
2. When you change your last name, your credit history goes away.
FALSE
3. Marriage will improve your credit score. FALSE
4. My poor credit will bring down my spouse’s credit score. FALSE
Your credit score is based on your social security number and remains
with you throughout your life. However, if you and your partner open
joint accounts or add each other to existing credit cards or loans, you may
actually trigger adverse consequences to your credit scores by those actions.
You will want to be diligent in reviewing your credit scores, correcting any
errors that you find, and maintaining the highest credit score possible for
both of you simultaneously.
The debts you incur during the marriage may be treated differently
depending on where you live. In community property states, most debts
incurred by either spouse during the marriage will be charged against
your common assets (community assets) even if only one spouse signed
the paperwork for a debt. The key here is that the debt is incurred during
the marriage. However, this is a perfect example of when a prenuptial or
postnuptial agreement can become vitally important in determining your individual liability—another good reason to seek counsel from your advisors.
In any event, working together with your partner in structuring your
financial plan with the right documents in place will allow you to focus
your efforts on getting out of debt, staying out of debt, and repairing your
credit scores together. When both partners work together toward a common
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goal, stressed-out marriages turn around for the better.
Robert Johnson, a CPA from Tulsa, Oklahoma, shares how keeping
his wife in the dark about their finances not only brought discord in his
marriage but actually brought them to a place where they were deeply in
debt. They were forced to change the way they handled money in order to
preserve their marriage.

The Turning Point
It wasn’t until my wife and I agreed on our finances that we saw
hope for the future. Our agreement in the past had been that she
would spend and I would provide. This left me frustrated because
she could always outspend my earnings, and it left her unfulfilled
because we continued to lack the security of having our own home,
and having savings to count on.
Over the past 30 years of marriage, I have had income levels that
were all over the board. Jackie and I have survived, but it has not
always been easy. Just bringing up the issue of money would start a
fight, well before we ever got to the meat of the issue. I had totally given
up trying to talk to her about money.
At the beginning of 2009, Jackie and I attended a financial course
sponsored by our church. Neither of us was working, so it was a very
good time to “start over” our financial lives with a new perspective.
Even though I am a CPA and know the material, the course walked
us both through the basics together, and it allowed us to be on neutral
ground. For the first time we were able to talk about money and our
dreams, and we put together a budget and agreed on a plan to implement the budget. Jackie acknowledged that she should have accepted
more responsibility for our financial lives, and I realized that I needed
to help her learn how to take on that responsibility rather than just trying to do it all myself. That was the turning point for us and it allowed
us to come out from under the rock of debt...together.
When we started the process, we were both unemployed and over
$20,000 in debt on our credit cards. By just creating our budget and
agreeing to stick to it, a positive snowball effect started in our lives. We
(continued)

109

Save Wisely, Spend Happily

(continued)

agreed on our spending limits and we began to turn the tables on our
debt. It was hard for Jackie to keep track of the cash, ATM, debit card,
but she had no problem keeping all of her receipts. As the CPA in the
family, I took the responsibility to input the receipts into our budget. I
found a job, and was able to take on extra work.
Over the past couple of years we have successfully paid off our credit
cards, saved our emergency fund, and put away additional savings. The
moral of the story is that by working together, our marriage and our
financial lives have both improved. As of this writing, we are planning
to move into our new home. Even though we are nearing retirement, we
still have dreams and dreams do not retire. I am sure our agreement will
help us realize our dreams.
Robert A. Johnson, CPA
Tulsa, OK

THE REALITY CHECK TALK
It is important to measure your progress at least monthly so that you can
identify any areas that are outside your allowed budget. You may recognize
increased commuting costs due to rising gas prices, over spending on entertainment from dining out caused by a hectic work schedule, or unplanned
home repairs, just to name a few.
It is easier to correct a problem when it first appears than waiting to find
yourself in a very deep hole.
Even with the best plan, and the most careful implementation, you may
also be faced with unexpected surprises that detour you from achieving
your goals. These are the moments when fear can overcome you. It is vitally
important to keep an open dialogue with your spouse about your financial
position and any corrections that need to be made. Working together will
help you deal with the fear.
Take a moment to assess your budget and compare it with your new
reality. Agree to the adjustments that must be made and forge forward
together as a unified front.
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IN SUMMARY
There are so many issues related to money that come up in a marriage.
Many of them, like raising children, paying for college, and creating a budget, are covered in other chapters in this book. This chapter has been specifically dedicated to a couple’s ability to talk to each other about money.
A report titled State of Our Unions, Marriage in America 2009,5 sponsored
by The National Marriage Project of the University of Virginia, found that
couples who reported disagreeing about finances once a week were more
than 30 percent more likely to divorce over time than those couples who
reported disagreeing about finances only a few times per month. Think
about your own situation. Can your communication with your partner about
money be improved? Start the conversations with accenting your shared
goals to keep both of you focused on a single purpose, and keep the finger
pointing to a minimum! The more openly you can talk about money with
your partner, the fewer arguments you will have, and the greater chance you
have for happiness.
As the statistics and the stories clearly reveal, we most often hide from
these important conversations out of fear and anxiety. Time and time again,
we see that fear and anxiety disappear and marriages are strengthened when
married couples find their voices, face their financial woes together, and
create a financial foundation for their future.

5

Source: www.virginia.edu/marriageproject/pdfs/Union_11_25_09.pdf
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“Being divorced is like being hit by a Mack truck. If you live
through it, you start looking very carefully to the right
and to the left.”
– Jean Kerr

“Divorce is one of the most financially traumatic things you
can go through. Money spent on getting mad or
getting even is money wasted.”
- Richard Wagner
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E

ven with all the planning and conversations about money, statistics show
that nearly 50% of marriages end in divorce. In addressing financial issues, this
reality cannot be ignored. With the hope that you may never need this chapter,
we will share tools and guidance that can help you navigate through what
could be one of the most emotional events in your life.

DIVORCE AND PERSONAL FINANCIAL PLANNING
In the following story, Jacquelyn Basso, a CPA from Pennsylvania, shares
the importance of seeking help to deal wisely with your important financial
issues during a divorce. That help can prove priceless while you are in the
trenches and dealing with the legal and emotional issues of your divorce.
Her advice comes from the wealth of knowledge she has gained from years
of working with divorcing clients.

The Team Approach
When two individuals decide they want a divorce, the first thing
many think of is finding the right attorney. A team of professionals
might be a better approach—a team that includes a CPA, an attorney, and a family counselor or psychologist. All will play a crucial
role in helping you through your divorce.
Frequently, I work with divorcing clients and we start the process
exploring the same issues happily married couples discuss. Things like
the household budget, who works, and who doesn’t, how long their
commute is, who manages the household, how the child care duties are
split if there are children, who pays the bills, how many credit cards
they use, whether they own or rent a home, whether they have hobbies
or own a vacation home, how long they have been married, what they
did before they were married, who is responsible for the annual tax
return. You might ask, and I often am asked, “Why should we discuss
these issues? We are getting divorced!”
Divorce is not only a legal separation but also a financial splitting
as well. Talking with a divorcing couple or an individual who is going
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through divorce is always emotional but it eventually ends up with difficult decisions around financial issues. Post-divorce, the biggest issue
from my perspective is budgeting.
Imagine a couple who is getting divorced sitting down together
taking inventory of their financial lives, going through the six components of financial planning, budget, insurance, investments, tax, retirement, and estate planning with a mediator who is writing the result
of the discussion on a white board. Some couples actually appreciate
this mediated approach.
Sometimes it means helping a stay-at-home mom understand that
alimony for a period of years and child support until her child(ren)
is(are) 18 will be her only paycheck or budget so to speak until she can
update her skills or get new training that would allow her to obtain a
job. The cost of healthcare coverage alone for herself and her family
may require that she go back into the workforce.
The budget issues are extremely important as one household is now
becoming two. If the income is the same, very careful planning is
required to prevent financial disaster due to the doubling of certain
expenses. It includes balancing the cost of basic necessities of food,
clothing, and shelter during a period of separation as well as postdivorce. Frequently, it also includes discussing how attorney fees and
the counseling sessions they need to get through the effects of divorce
will be paid.
When children are involved, most parents try to minimize the effect
of divorce on the children. Teaching the children that the household
budget or cash flow will change as a result of the divorce is never easy.
The children are dealing with both emotional and financial turmoil and
need support through the process.
Post-divorce, understanding and using a budget can help individuals
plan and achieve separate successful financial lives.
Jacquelyn M. Basso, CPA
J.M. Basso & Associates
Downington, PA
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PLANNING FOR YOUR ADVISORS
The importance of budgeting properly for your life post-divorce cannot be
understated and may be a crucial first step in the divorce process. However,
to properly budget you may find that you need to have a better understanding of your current financial position as the process begins. Your attorney
or divorce mediator will ask you for your financial records so they can
properly determine your and your spouse’s relative financial positions, in
regard to both assets and liabilities. This information should be reviewed
carefully to ensure that you have prepared a proper and adequate budget for
your future.
In an effort to assist your advisors in their efforts and reduce their billable time you may want to gather the following documents in advance:
• Tax Documents
o Income Tax Returns. Federal, State, and Local returns for the past
five years, with all related Schedules attached
o Real Estate Tax Bills and related assessment documents
o Personal Property Tax Returns—if applicable
• Payroll Stubs and Federal W-2. For the same period and any current
payroll stubs.
• Business Tax Returns. Corporate, partnership, or sole proprietorship along with the related incorporation and/or operating agreement documents.
• Business Financial Statements
o Net worth–Balance sheet or list of assets and liabilities
o Cash flow or income and expense statement through the most current dates available
• Records Regarding any Other Received Income. Such as bank
statements, equity investment statements, documents related to
investment property, rental/lease agreements, stock dividends, profit
sharing plans, pension benefit payments, etc.)
• Records Regarding Monthly Living Expenses. Such as monthly billing statements, credit card statements, grocery receipts, etc.)
• Listing of All Real and Personal Property
o With related appraisals, if available
o With the physical location of items
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o With which spouse is in control of each property, or management thereof
• Pre- and Post-Marital (Nuptial) Agreements
• Wills, Trusts, and Estate Planning Documents
These documents will be necessary to determine the financial elements
to complete your divorce and to ensure that you receive what is appropriate
given your individual circumstances. Accomplishing what may appear like
an overwhelming task, simply gathering these documents, may indeed give
you the confidence that you are in control of your own financial future. The
more that you can provide to your advisors up front, the quicker they can
move the process forward and it will mean fewer billable hours too.

MEDIATED OR TRADITIONAL DIVORCE?
The first story shared by Jacquelyn M. Basso emphasized the importance of
surrounding yourself with the right team, preferably a CPA, an attorney, a
mediator, and your family counselor or psychologist. It seems pretty logical
that it would be best to settle a divorce outside of court, particularly since a
specific dispute resolution process can be defined in a prenuptial or postnuptial agreement. However many divorces still require a judge to facilitate
the traditional process.
Tracy Stewart, a CPA from Texas, shares a story of a divorce that followed
the traditional process. Even though this couple’s goals were to minimize the
negative impact of their divorce on their children and find the best possible
financial outcome post-divorce, they failed to bring in financial advisors to
help them through the process. As a result neither goal was achieved.

Don’t Let a Judge Do This to You
Mark and Jenny, in their mid-thirties, chose to use the traditional
divorce process. They let the attorneys do the fighting while they
retreated to their respective corners. They both wanted the best possible financial outcome and to protect the children.
They had a modest income, a modest house, some cash, some credit
card debt and a couple of retirement accounts. Had Mark and Jenny

(continued)
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worked collaboratively and with the assistance of a CPA who understands divorce financial issues, they could have divided their property in
a way that would have achieved their financial goals and reduced their
divorce costs. Mark and Jenny did not seek financial and tax advice.
Mark and Jenny didn’t understand that keeping costs low in a divorce
is more than just keeping the attorney and consultant fees down. It is
also important to design a settlement that avoids unnecessary financial
hits down the road. This couple ended up in front of a judge, spending
all their cash on their divorce attorneys and incurring even more credit
card debt. The judge divided the property and debts in a manner that
he, no doubt, felt was fair and equitable. Unfortunately, it was neither
financially wise nor creative.
This judge divided the property and debts in an overall 60/40 split,
with the greater share going to Jenny. Mark was granted the home but
ordered to pay Jenny $60,000 for her share of the equity in the home—
in cash within a very short time. His Honor did not consider how Mark
was going to get his hands on $60,000 cash.
If Mark could not refinance their mortgage, he would have to keep the
existing mortgage and Jenny’s name would remain on that mortgage
obligation. Her credit would be tethered to that of Mark’s as long as her
name was still on the mortgage and she might be unable to buy a home
for herself. What mortgage company would give this woman (with
a very modest income) a mortgage when she already had one in her
name?
Mark’s other option was equally problematic. He could be forced to
cash out his retirement savings to pay Jenny the $60,000 in the time
required by the judge. If he did however, Mark would incur expensive
income taxes and penalties.
This financial debacle could have been avoided if Mark and Jenny
had either chosen a collaborative law divorce process or hired a neutral
CPA with financial planning and divorce expertise to advise them during their settlement negotiations. The collaborative divorce CPA teaches
both the husband and the wife about the financial and tax implications
of the various options of dividing their property.
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In my experience, this is usually a less expensive route than traditional litigation. Divorce is tragic for everyone involved. If it cannot be
avoided, protect your financial security by consulting with a CPA and
staying out of the courtroom.
Tracy B. Stewart, CPA/PFS, CFF, CFP®, CDFA
College Station, TX
During her practice, Tracy has worked with hundreds of clients and has
witnessed every drama and mistake you can imagine. She has also helped
many clients chart paths to successful separations of marriages and their
related assets resulting in the now ex-spouses finding peace at the end of
the divorce process. Here she shares some of the common mistakes she
has seen men and women make repeatedly during the divorce process. Her
guidance may help you chart your course through these emotional waters.

A Common Financial Mistake Men Make in a Divorce
It’s the “I don’t need to do that” guy thing. Men who have been
making more money than their wives are particularly prone to this
mistake.
In collaborative divorces, I work as a neutral financial advisor, helping couples look at their post-divorce cash needs and their options for
splitting investments, property, and other jointly owned assets. When
it comes to budgets, I find that wives want to show their husbands that
their needs are authentic and accurate. The husband is thrilled when I
show his wife that she needs to cut back.
Most men don’t feel the need to do a budget for their own spending
however. They know how much they earn. They feel their personal
spending needs are modest and that their wives are the ones who have
been spending all the money during their marriage. They consider that
their wives need the budget, not themselves.
There’s the mistake. Men need to let their wives see that they have
living expenses, too. The expenses may be modest, but the reality is that
they are never as modest as most men think. People consistently and

(continued)
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reliably underestimate their expenses by at least 50 percent, sometimes
as much as 100 percent.
David wanted me to work with his wife, Sally, on her expenses.
David told his attorney that we didn’t need to look at his expenses.
He said he made enough money that he was going to be just fine.
David said he had modest expenses. He offered to provide for the
children’s private schools, summer camps, and extra-curricular
activities in addition to the child support. David offered to support
his wife for years. We got well into the collaborative divorce process
when he finally decided to take a look at whether he could sustain
this level of support. One night David awoke to the realization that
he may have offered a settlement he couldn’t afford. He got up and
put together some estimated numbers on a spreadsheet.
When David contacted me the next morning, I saw right away that
he had underestimated his living expenses. As a result, the divorce
had to be put on hold while I nailed down his true expenses. David
backed off his settlement offer. You can imagine how well that went
over with Sally and her attorney. After all, he had been saying for
months that his expenses were modest. David’s mistake slowed down
their divorce by about three months and cost a lot more money in
attorney fees while they hashed it out over his change of heart.
Guys, you need to show your living expenses early in the collaborative divorce process. You need to show, in black and white, that you
are not an endlessly deep pocket. Listing accurate living expenses is
time-consuming and boring. Let your CPA help. Be accurate. Be honest. Don’t guess. You and your family will benefit in the long run, and
you’ll be better able to manage your post-divorce cash flow— and
ensure that you will have some!

A Common Financial Mistake Women Make in Divorce
The most common mistake I see women make in divorce is failure
to educate themselves for their post-divorce financial issues. There
are various ways they make that mistake.
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Short-Term Vision
Many women go through a divorce concentrating only on daily cash
needs and missing the financial big picture.
Monica was interested in keeping her current lifestyle, including
the country club membership. She hadn’t earned a salary in several
years. Monica didn’t want to think about the difficulty of qualifying
for a mortgage after her divorce. To her credit, she realized the family home was too large for her to afford on her own. Unfortunately,
she assumed that the sale would produce enough cash to pay for a
replacement house for herself and the children. She didn’t realize
that the family home had such a large mortgage that they might
have to pay money instead of receive money when the house sold.
Yesterday’s News
Some wives focus on outdated financial information. They may have
seen a brokerage account statement four years ago and think that
money is still around. It might be and it might not be. The reasons
aren’t necessarily related to dishonesty on the part of the husband.
Most of the time, this money was spent on lifestyle—vacations,
clothing, restaurants, cars.
Become familiar with the current financial account statements before
or early in your divorce. This will help you realistically plan for your
post-divorce life.
The Divorce Document Rules
Seven years ago, Keri went along with Ron’s idea of a do-it-yourself
divorce. She let Ron take the lead on all the paperwork. They agreed
pretty easily on property settlement. She was going to get $30,000
cash from his pension account soon after the divorce. Ron wrote that
into the divorce decree, got it signed by the judge and filed it with
the county court. Today Keri is still waiting for that $30,000.
Neither she nor Ron had called the pension plan administrator to find
out if they would allow a lump sum cash distribution to a participant’s
ex-spouse. It turns out that Keri is going to have to wait until Ron
retires to get her $30,000. Even then, it will be spread out over many
years and not in a lump sum amount.
(continued)
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Don’t assume everybody has to abide by your divorce decree. Educate
yourself on what rules and laws govern the division of your assets and
liabilities. Understanding your financial situation is critical to negotiating a divorce settlement that meets your financial expectations for the
long term.
Tracy B. Stewart, CPA/PFS, CFF, CFP®, CDFA
College Station, TX

HIDDEN COSTS OF PARENTING POST DIVORCE
Often times the greatest casualties of divorce are the children. They are
forced to deal with emotional rollercoasters over which they have no control and are often tormented throughout the process with difficult decisions
dealing with their love and loyalty for the two people they love most in the
world. Tracy describes a way parents can minimize this trauma by agreeing
on a process that will facilitate co-parenting for the love and well-being of
the children.

The Expense of Co-Parenting Post-Divorce
Raising children is a costly endeavor. Add in the difficulties of coparenting with an ex-spouse and the costs can go even higher.
Matt’s parents have been arguing over child expenses since their
divorce nine years ago. As part of the settlement, Mom and Dad agreed
to share the cost and insurance for Matt’s car when he reached driving
age. Buying her own first car was a fond memory of Mom’s teenage
years. Saturday afternoons her parents would take her to look at cars.
Choosing a car was her first major financial decision. Mom wanted to
be a part of this rite of passage experience for her son, Matt.
When Matt passed his driver’s license tests, Dad offered to buy him a
convertible sports car. Matt’s friends had sports cars and Dad wanted
to buy Matt one. Dad didn’t ask Mom to pay for half the car, but he did
want her to pay half the car insurance.
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Mom had budgeted to pay for half of Matt’s car insurance assuming it
would be a modest car. Not only would this be a financial strain for her,
it was also an emotional disappointment. Mom and Dad reached an
impasse and the purchase of Matt’s first car was put on hold.
To keep from returning to the courtroom to hash out conflicts, divorced parents can hire a parenting coordinator to help them resolve
their parenting disagreements.
Parenting coordination is a child-focused alternative disputeresolution process. It involves a mediation-trained and experienced
mental health professional with extensive practical experience dealing with high conflict parents helping to resolve parenting disputes.
Many divorced parents return to court several times over the course
of a child’s minority. This is expensive in time, legal fees, and stress.
With a parenting coordinator, divorced parents can learn skills for
making joint parenting and financial decisions without the need to
return to court.
Divorce places everything and everyone in a different environment.
Decisions need to be made and when the time comes, an agreed-to
process can be invaluable. It will address how the parents will work out
the special needs items, birthday parties, private school tuition, collegerelated expenses, and extracurricular activities.
According to Houston parenting coordinator Faith Wilson, MA, LPC,
“This is not therapy. It is meant to be short term and action packed.
We come in, get something done, and move out.” If the parents cannot
come to a mutually agreeable resolution, the parenting coordinator can
make the decision for them.
Parenting coordinators can be found through family law attorneys or
judges. Learning how to communicate and make compromises with an
ex-spouse can reduce the financial and emotional burden that comes
with co-parenting from two separate households.
Tracy B. Stewart, CPA/PFS, CFF, CFP®, CDFA
College Station, TX
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IN SUMMARY
Divorce causes a disruption at every level of your life. This chapter is intended to provide you with tools and guidance to help minimize the trauma
and drama that exists when matters of the heart collide with matters of the
wallet. Napoleon Hill, author of the international bestseller Think and Grow
Rich, stated, “Every adversity, every failure, every heartache carries with it
the seed of an equal or greater benefit.” If you should find yourself going
through a divorce, may you find that seed of a greater benefit and start a
new chapter of happiness in your life.
Though this chapter has specifically addressed the stress a divorce can
have on your children, it is important to understand that all children experience stress from time to time. It is important to teach them the skills they
need to become independent young adults. The next section of the book
looks specifically at how you can teach your children about being savvy
with their money.
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Chapter 8: Kids
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“The easiest way for your children to learn about money
is for you not to have any.”
- Katharine Whitehorn

“If a person gets his attitude toward money straight, it will
help straighten out almost every other area in his life.”
- Billy Graham
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O

ur money attitudes are both financial and emotional, and how our parents
handled money has a large impact on how we deal with money. Typically,
our money habits either mirror those of our parents or are the polar opposites.
Once you understand how your parents’ money attitudes impact your money
life today, you can begin to separate your own attitudes from your parents. But
how are your money habits impacting your own children? There has never
been a more important time to talk to your kids about money. And remember
that experience is the best teacher.
Carl George, a CPA from Peoria, Illinois, shares his thoughts and
stresses the importance of teaching your kids about money from an early
age and the positive results you can create.

Kids Saving Early—A Grandfather’s View
The long-term key to improving America’s overall financial literacy
quotient is to get to the kids. What’s important is to establish good
financial behaviors early because those behaviors will carry over to
adulthood. As a father of 4 and grandfather of 11, I’ve seen it work
firsthand. Start early, insist on consistency in behaviors, and set a
good example. Monitor your saver’s progress and celebrate the successes. With that mantra, here’s how to get started.
When kids can walk, it’s time to start saving. Establish the first
behavior of saving by teaching your child to drop coins in a piggy bank
or a jar. Explain the meaning of the word “save.”
Show the money. Periodically, show the child that consistent saving
adds up by tallying up your savings.
Take it to the bank. Make a ceremony of taking the child to the bank to
deposit the jar of money. Teach him or her that the bank will give them
money (interest) to “store their money.”
If there is an allowance, it’s time to budget by putting savings first. No
matter what the size of the allowance is, break it down between what
they can spend, and what they have to save. Note: this may be your first
financial “negotiation” with your child—start with saving 50%, and
settle for 25%.
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At some point your child will want to spend his or her entire savings—on one item. The answer is “no.” Modify the budget into more
line items: discretionary spending, mandatory saving, and “saving for
the large item.” This is where the behavior of “buying within means”
is established.
In my own experience, my children were grateful for the financial
responsibility they learned at a young age. Start early, be consistent,
monitor progress, and celebrate success—I’m convinced that’s the
formula for increasing America’s financial literacy quotient many times
over. Get to the kids.
Carl George, CPA
CliftonLarsonAllen LLP
Peoria, IL
When we asked CPAs from across the country for essays for this book,
we were overwhelmed by entries related to teaching your children about
money. As a result we have devoted several chapters to the subject, starting,
in this chapter, with teaching young children about money, then, in subsequent chapters, delving into the ever popular and debated topic of allowances, and how to address the subject of money with older children.
There are a number of aspects to teaching money to younger children, and
we will address each of the following in turn:
•
•
•
•
•
•
•
•

Setting Goals
The Power of the Bank Book
Making It Fun
The Family Vacation
Family Budget
The Entitled Generation
The Power of Earning It
From Earning to Investing

SETTING GOALS
The first story, by Kristi Calderwood, highlights the importance that goal
setting plays in not only money management, but also in creating self-esteem.
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When a child sets a goal, works hard to achieve it, and then reaches the goal,
you can see their self-confidence grow throughout the process.

Set a Goal and Stick to It!
“Mom, Dad, can I have a (fill in the blank)?” As parents, we are
asked that question a million times throughout the adolescent years
of our children’s lives. Sometimes, we can answer with a simple yes,
other times the answer is a quick no. My famous answer is “We’ll
see,” (which usually means no) and it usually sends the kids away
with a disgruntled look on their faces. One day in late January of
2010, my son (10 years old at the time) came to me and asked for
an iPad. My answer was one of those quick “no’s” combined with
a laugh because (1.) they weren’t even for sale to the public yet and
(2.) they were just way too expensive—especially for a kid. He continued to research the iPad and what he could use it for and decided
that he was going to save his money and buy one himself. Once he
figured out the total amount of money he would need, he came to me
seeking help on how to raise $600.
First of all, I was shocked that he was seeking help (some adults don’t
even do that) and secondly, I was dumbfounded at the amount of money
he wanted. In order to assist him with achieving his goal, I had him set
a timeframe. He determined he wanted his iPad by January of 2011.
The next thing we had to figure out was if this goal was attainable, so
we figured out all the different sources of money he could use to reach
his goal. The easiest thing for him to think of was to ask his family
for money or Apple gift cards for any gift they were going to give him
throughout the year. Based on past gifts, we figured this would equal
around $375 for all birthday and Christmas presents. We also figured
out the cash equivalent of his birthday party for that year. For example,
what would it cost to have 10 growing boys over for pizza, games, a
movie, cake, ice cream, and prizes? Well, 10 growing preteen boys
would eat at least 5 pizzas plus one for the parents and birthday boy
would be at least $60. A movie would have been $10 to rent, cake and
ice cream would have been about $20, and prizes for the games would
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be close to $25. That was an easy decision for him—right there he
cashed out his birthday party for $115.
If you have been following along, we now have estimated roughly
$490 by giving up all gifts throughout the year as well as his 11th
birthday party. He was still $110 short but because he had 11 months
to go before he reached his deadline, he only needed to find a way to
make $10 a month. We developed a set list of tasks (above and beyond
his normal chores) that had set prices that he could choose to do to
earn money. I helped him start an excel spreadsheet to track the money
earned and remaining balance needed. Now that the plan was made, it
was time to stick to it—for almost a whole year. At that point, it was up
to him to earn the amount needed.
Did he accomplish his goal? Absolutely. In fact, he had the iPad on
December 26th, 2010. Was it hard? Absolutely. Especially when his
sister was eating her chocolate Easter Bunny or he was picking up dog
poop (instead of playing video games) to earn extra money or when he
didn’t have presents to open on Christmas (besides envelopes of cash).
Was it worth it? He would tell you absolutely! I would also tell you
absolutely. It was a great lesson in setting goals and sticking to them!
Kristi Calderwood, CPA
Katy, TX

THE POWER OF THE BANK BOOK
Certainly Kristi’s son learned the value of setting goals and achieving
them. But he also learned another important lesson: the importance of
saving money. The next several stories talk about the long-term financial
benefits that result from helping your children create a consistent savings
habit early in life.

Consistent Saving
One of my first, and favorite, memories of my childhood is when
my dad would take me to the bank with him. He would see that I
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had received some money from birthdays, the tooth fairy, etc. and
would ask me if I wanted to put it into my savings account and
earn interest on it. Our parents had started a savings account for
all of us kids (seven of us) when we were born. It was a minimal
amount, just $100.
Now, the first time I remember going, I was probably seven or eight
years old. This was back when you received a passbook and each time
you went in and completed a transaction, they would take your book
and put it in a printer and it would print the transaction, the interest earned since the last entry and your new balance. Even though I
couldn’t see the money, I understood what was happening.
This was a way for me to spend time alone with my dad and to do
something fun with him and, of course, he would take me for ice cream
or something too.
Later, when I was starting college, my dad showed me how he had
taken some of my money and invested in CDs so I earned even more
interest. I was very proud when I was able to pay for my own college
education. I consider it one of my greatest accomplishments.
My dad died in 2010 but his attitude about saving and investing has
stayed with me. He always said, “If you don’t have the money to pay for
something, you don’t need it.”
Terri Berg, CPA, MBA
Dooson Infracore Portable Power
Statesville, NC

Terri mentions the thrill of having a savings passbook where she could
see her savings accumulate and grow. This thrill of having a physical bank
book was echoed by several other stories, including the following by Rob
Wagner of Wilmington, North Carolina. He shares how he has adapted the
bank passbook lessons into helping his children create the habit of saving
for college and for retirement.
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Did You Ever Have a Bank Book?
I remember when I was 10 or 11 how cool it was that my friend Jack
could hand the teller his bank book, ask for some money, and get his
bank book back along with some cash.
When my son Spencer was eight, I bought him a “bank book” since
unfortunately such books no longer exist. We sat down and I explained
the purpose of a bank book. He entered his birthday money in the bank
book and as he received other cash gifts he would continue to enter his
deposits and occasionally enter a withdrawal for a special purchase.
He was getting the hang of it.
When a new neighbor was looking for someone to mow their yard,
Spencer jumped at the chance. Now that Spencer had “earned income”
from lawn mowing, he wrote down his deposits in his bank book, and I
explained how he could withdraw money from his bank book and invest
it for his retirement. I did a simple Excel calculation showing him that
if he invested $1,000 a year for the next 10 years and then stopped
contributing $1,000 after he reached age 23 that he would have more
money in his retirement account at age 60 than if he waited to begin
saving for his retirement at age 23 and then contributed $1,000 every
year from age 23 to age 60. He recognized the better deal immediately
because not only was the balance higher at age 60, he realized that he
would only have to do it for 10 years.
We flipped to the very last few pages of the bank book and titled the
page “Spencer’s Roth IRA”. He wrote “Transfer to Roth IRA” in his
bank book where his savings account balance was maintained, and
made his first deposit in the back of the book for his Roth IRA. He did
the same thing for saving for college.
Spencer has a clear understanding of tracking his money, paying
himself first, saving for college, saving for retirement, compounding
growth, and investments —all based around the antiquated bank book.
Rob Wagner, CPA
McGladrey LLP
Wilmington, NC
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MAKING IT FUN
As these stories reveal, and you most likely have experienced, what may
work well for one child may not work for the next. There are many ways
to instill good savings and spending habits. Jacqueline Kwan from Seattle,
Washington, sent us a story that shows how learning the importance of
sharing at an early age makes saving a much easier habit to form. Her story
re-emphasizes the importance of goal-setting and saving, but emphasizes
having fun along the way.

Sharing Leads to Savings
I grew up in a family of four girls where saving was of the utmost importance. My memories include passed down clothes, shared bedrooms,
sleeping on a bunk bed, and always sharing all my toys and treats. Nothing could ever be wasted. However, one fond memory comes to mind—a
family trip to McDonald’s. My mom would always order 20 chicken
nuggets, one order of large fries, a large coke, and four small empty
cups to save money. All of that would be split between the four girls. We
never got our own individual happy meals but we always had fun.
We always felt like we had enough, we really enjoyed sharing, and
didn’t know what it was like not to share. It is very important to teach
children that money does not “grow on trees”; however, it is even more
important to teach children how to save happily and spend wisely.
The key is making saving and spending equally as fun. Setting goals
also gives children a realistic timeline on when they will be awarded for
saving. For example, if your child wants to purchase an expensive toy,
hang up a drawing of a thermometer and color in the amount they’ve
saved. Tracking progress visually helps children to understand that hard
work and money come hand in hand.
When children save their “own” money, they become more satisfied
and thankful. Sometimes it is even the little things—like chicken nuggets—that will teach a lesson your child remembers their whole life.
Jacqueline Kwan, CPA
McGladrey LLP
Seattle, WA
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MAKING IT A GAME
Jason Melillo of Pasadena, California, shares how setting goals and the
savings habits he learned as a child with his savings passbook can be made
even more successful when you add the element of fun. As a parent of four,
including five year old triplets, he shares a story with a great lesson for us all.

Make Saving a Game for Your Children
“Daddy, couldn’t we eat at home?”
Spencer, one of our then five-year-old triplets, had his sights on
something grander than a meal with a toy. He wanted to put the money
we would spend dining out toward our planned trip to Disney World.
I felt pride that my son had grasped the concept of delayed gratification—saving money for a purpose or goal. All my children were eagerly
looking forward to visiting the Magic Kingdom, but my wife, Billie, and
I had impressed on them that it would be expensive and that we needed
to save for it. In fact, we had a piggybank specifically designated for the
trip as a visible reminder.
At our household, we find ways to get our children to save by making
it fun and goal-oriented. On grocery-shopping trips, they seek the least
expensive cereals. They clip coupons and check for discounts on school
clothes and supplies. Instead of going to see the latest animated blockbuster, we rent a DVD.
We eventually saved enough to splurge on a Disney World vacation.
The children, Cameron, our eldest, and triplets Audrey, Colin, and
Spencer, especially enjoyed Animal Kingdom and the waterslides. But
when we came home, they went back to figuring out how to save for
future vacations and other things, including college.
Although we have 529 college saving plans for our children, we
encourage them to put a portion of their allowances and what they
receive in monetary gifts toward college. We also encourage charitable
contributions, whether monetary or otherwise. Last year, our children
donated books they no longer read to an inner city day care facility.
Of course our children don’t save or donate all of their money. They
spend some of it on toys or other desires, but they know to budget for
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such expenditures. Sometimes they learn they cannot buy everything
they want when they want. On our most recent Hawaiian vacation,
Colin, now 8, wanted a t-shirt. Unfortunately, he had already spent all
of his allocated spending money. No funds remained for the shirt.
Seeing Colin’s disappointment, Cameron, 11, bought the shirt for him.
Cameron had been saving his money for an iPod. When he eventually
gets his iPod, he’ll likely appreciate it all the more because he’ll recall
Colin’s smile when he surprised him with the Hawaiian t-shirt.
Jason Melillo, CPA
Krost, Baumgarten, Kriss & Guerrero
Pasadena, CA

THE FAMILY VACATION
Jason shares about the family working together to save enough money for
their family vacation. It is hard enough to teach savings to your kids during
everyday life, so how do you deal with teaching them during a family vacation? You are supposed to be having fun—and spending money—right?
Jonathan Ryan from Salinas, California, shares how he deals with the
vacation spending drama.

From Vacation Bad Guy to Vacation Banker
Having three normal boys, I constantly found myself using the word
“no” to the boys’ question, “Can I have that?” particularly when
we were on vacation. A normal part of any vacation is strolling
through shops filled with items that are purposely placed at a young
child’s eye level. I was torn between making it a fun vacation and
buying things that I knew would be left unused a day or two later. It
wasn’t fun saying “no” all the time, especially multiplied by three!
Then, I realized this was a perfect teachable moment about wise
spending and saving habits.
At the beginning of each vacation, I would provide each of the boys
a certain amount of money to spend on whatever they wanted while on
vacation. I acted as the banker and they “withdrew” their money from
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Dad’s wallet. Once they spent their “vacation money” their account
with Dad was empty and they couldn’t buy anything else. Any money
they did not spend was theirs to keep and save.
Now, when the boys asked “Dad, can I have that?” my response
became “Yes, if you want to use your vacation money.” I also frequently
added, “You might want to wait and see what else you find later, as you
don’t want to spend all your vacation money.” Now the boys considered
how badly they really wanted that item.
Each boy was different but they all thought more carefully about their
spending. One of the boys frequently came home with unspent money
and deposited it in his savings account. It became a real life financial
lesson! But the best part was I was able to use the word “no” less
frequently while still exercising restraint on vacation spending.
Jonathan D. Ryan, CPA
Ryan & McDonald LLP
Salinas, CA
Bruce Rhoads from Wyomissing, Pennsylvania, shares a similar story
about the family vacation with a twist. By giving his children a spending
budget along with a “no complaints” rule, he was able to transform the “Are
We There Yet?” mantra to a more enjoyable and peaceful vacation for the
whole family. This story reveals the power of money as a motivating tool.

Are We There Yet?
Back in 1991, we decided to do a cross country road trip vacation
from Reading, Pennsylvania to San Francisco, California with our
children aged 6 and 12 in our family van.
One of the things we dreaded was keeping the kids contented for many
boring hours in the van. A friend of ours had suggested that we give
each child a $10 roll of quarters for the trip out, and another for the trip
back, with the stipulation that whenever one of them either complained
about the drive, or asked “Are we there yet?”, he or she would have to
surrender one of their quarters to us parents. We also told our kids that
this was the only money they would have for souvenirs that they wished
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to purchase during the trip, and except for some special mementos
which we bought them, we stood our ground.
Based on our experiences with several previous but shorter car trips,
my wife and I had figured that we should be able to accumulate a
number of quarters, and as our route back to Pennsylvania was to be
through Las Vegas, we could enjoy the quarters we earned.
However, our children quickly figured out our scheme, and after
surrendering just three quarters combined, they learned to discuss their
complaints among themselves. The first quarter we earned was when
our 12-year old daughter tricked her 6-year old brother into complaining, but after that one quarter loss, he also remained quiet about the
matter. When we eventually drove back through the Las Vegas strip, we
didn’t even stop.
Our children learned the value of money, and we had a peaceful and
enjoyable road trip together.
Bruce Rhoads, CPA
Herbein+Company, Inc.
Wyomissing, PA

THE FAMILY BUDGET
An important part of teaching your children about money is to open their
eyes about the reality of the economic world around them. Most young
people do not have a clue about what it costs to run a household. By
becoming more aware of the everyday cost of living, your children will
be leaps ahead of other young people in taking control of their financial
lives. One recommendation we often hear is to have your children pay your
monthly bills with you. Michael Bryant of Denver, Colorado, shares how
he conquered this task with his four daughters in a loving and very revealing way with great and lasting results!
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The Value of a Dollar
“You bought Laura new shoes. I want some too,” whined Leisha.
“You don’t need shoes. You just want them because I got some,”
Laura countered.
Raising four daughters close in age always brought concerns of
who got what and was that fair. My wife and I decided to sit down one
Monday evening with our four daughters and come up with a plan. I
smiled as I laid a wad of bills on the kitchen table and announced, “It is
pay day!”
The girls were wide eyed as they watched me arrange stacks of 5s,
10s, 20s, and 50s. I had taken a month’s pay and cashed it into small
bills, with the idea of showing our daughters, ages 9–13, exactly where
the money went each month. I also brought out the stack of household
bills and placed them next to the cash.
“O.K. We are going to take turns seeing how your mom and I budget
our money. We will start with Rhonda. You can pick a bill, then take
enough money from the stacks to pay it. You will then set the money and
the bill over on this side of the table.”
As Rhonda picked a bill, she said: “Where is the number of how
much we pay?”
I carefully guided her through the bill and showed her the “amount
due” and “due date” on the statement. Her sisters paid close attention, so they could show big sister up, by finding their “amount due”
sections more quickly.
By the time the stacks were getting small, the youngest, Leisha,
piped up with:
“Hey, we still need money for food.”
“That’s right,” my wife replied. “And there are other costs besides
these bills.”
After discussing what our responsibilities were as parents in the areas
of providing food, clothing, and shelter, we let the girls help us decide
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what a fair amount of money would be for clothing for a year. My wife
made sure they remembered not only pants, shirts, and dresses, but the
more mundane articles, such as socks and under clothing. After the
list was created, we shared ideas and came up with a dollar value for
each item. We then totaled this number and divided it into ten months.
Since March and December were always tighter months financially, we
excluded them.
Starting the very next month, we gave each girl her allotted money
to begin taking care of her own clothing needs. We let them know that
we would expect an accounting from them. We cautioned them to keep
receipts, shop sales, and not to be afraid of thrift stores. We reminded
them if they shopped wisely they could possibly have extra money now
and then to buy other things they felt were important.
At first we chuckled quite a bit as the youngest child would buy one
very expensive pair of jeans and then not have enough money for other
clothing needs. However, she kept her receipts and before wearing some
of those big ticket items, she learned the importance of returning a pair
of pants, to find some that were not as expensive. The girls learned
the valuable lessons of budgeting and stretching a dollar. Our oldest
daughter even went to Prom in a beautiful thrift store dress and was
very proud of it.
Michael Bryant, CPA
Director, Public Company Accounting Oversight Board
Denver, CO

Sharon Bell, a CPA from Pembroke, North Carolina, shares how she did
the same exercise, but with play money from a board game.

Real Expenses, Play Money, Real Lessons
Over the years I have used an activity with children and young adults
to generate discussion regarding budgeting and family finances.
I use play money of various denominations from a board game and a
calculator. I have each person/group select an occupation (accountant,
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teacher, engineer, etc.) with a given monthly gross salary from prepared
index cards. The amount of gross pay is counted and placed in front of
each person or group. Next we calculate and deduct 25-30% to cover
the deductions for federal and state taxes, Social Security, Medicare,
dental insurance, medical insurance, and retirement. Most children
seem surprised by the amount that is taken from gross salary to determine take-home (net) pay.
Once they have their net pay, I have them come up with some
expenses that they think most families pay each month. I get them
started with rent/mortgage, the biggest expense for most families
(25% or a dollar amount given by me). They offer or can be guided to
consider additional items such as car expenses, cable, Internet, cell
phone, food, clothing, entertainment, charitable contributions, gifts,
school expenses, savings (college, emergencies, vacations), other. I
ask them how much they think an item, such as a car payment, costs
and through discussion we agree on an amount. I collect amounts
from them for each expense as they make choices such as premium
cable ($100) or basic cable ($30).
Most often children come up with enough expenses that their money
is quickly spent. This activity gives young people a better understanding of how certain choices such as a new or used car impact a family
budget. My experience has been that young adults who want premium
cable seriously consider basic cable when they must count and pay an
additional $70 dollars. It teaches them that a family’s monthly income
only goes only so far and needs to be spent wisely.
Often after this activity children comment that they will just become
a doctor because of the high salary. It is important to address this issue
by explaining that families with higher salaries most often have higher
expenses such as taxes, mortgages, etc. Children soon discover that no
matter the salary, large or small, spending choices are what ultimately
determine the strength of family finances.
Sharon Bell, CPA
The University of North Carolina at Pembroke
Pembroke, NC
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MY OWN BUDGET
After exposing your children to your family budget, you may want to
consider having them create their own budget. Belle Marie, a CPA from
Helena, Montana, shares how being a member of a 4-H Club helped her
learn the importance of budgeting.

My 4-H Project
4-H played a significant role in teaching me budgeting skills.
Whether the project involved clothing, home improvement, or raising animals, we were required to keep meticulous records with
budgeted costs along with actual expenses and revenues. Not only
did the process create a real awareness of the costs associated with
the project, but I quickly learned the importance of budgeting for
the unexpected, such as unanticipated veterinary bills. It was great
training for realizing my childhood dream.
Like many young girls, my greatest desire was to own my own horse.
Not fully appreciating the budgeting skills I was developing through
4-H and, therefore, not anticipating the need to actually face the issue
in the foreseeable future, my father stated that I could have a horse if I
could purchase and pay for its care. While amazed, he was true to his
word when I had saved the purchase price and showed him my budget
for the horse’s future care!
This experience helped me learn how to create and manage a budget, but it also gave me a tremendous boost in self-esteem and helped
keep me from developing the entitlement mentality I saw in so many of
my friends.
Belle Marie, CPA, CMA, CIA, CFE
Professor, Carroll College
Helena, MT
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THE ENTITLED GENERATION
It is difficult to bring up the topic of kids and money without someone talking about the younger generation feeling “entitled” to too many things. In
other words, the younger generation has been spoiled to the point that they
expect to have whatever they want, without having to earn it. The stories
we have shared already will help keep your children out of the “entitled”
category. Greg Petyak, a CPA from Pittsburgh, shows how his mother used
shopping trips to teach delayed gratification and prevent the entitlement
mentality in her sons.

Shopping With Mom
My brother and I learned very quickly that there would always
be things that cost more than what we had to spend. Mom would
explain that if we really wanted that item we could save our money,
not spend it now, and eventually we would accumulate enough to
make the purchase. I was willing to make the sacrifice and wait—my
brother wasn’t. The money was burning a hole in his pocket.
We also came to realize that if we spent our money on the first thing
we liked, we would be out of money and have to spend the rest of the
trip just looking. Often, we would see something later that was a lot
more appealing than the item we bought, but we couldn’t do anything
about it. So, we became more careful about spending our money so
quickly and spent more time evaluating which item we wanted most.
Mom was tough—but she always had enough money for ice cream!
Greg J. Petyak, CPA, MBA
Assistant Professor of Accounting
University of Pittsburgh at Johnstown
Johnstown, PA
Nicole Gorr, a CPA from Liberty, New York, saw the entitlement mentality in the younger generation of her family as she watched them deluged
with presents at each holiday and birthday. She chose to take a different
path that would generate long-term rewards.
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Cease the Spoiling
There are close to 20 children in my family, which equates to 20
birthday parties. We all buy the kids toys, which are played with
for a week and then broken or forgotten soon after, or we buy them
so many clothes that they could wear different outfits every day for
months without repeating. This is clearly overkill and proves one
thing: A child simply points at an object and it will be in his or her
lap very soon after. Gone are the days when the average child would
receive a gift and treasure it for years.
Let’s do some quick math: I spend an average of $20 at 20 birthday
parties a year. We can assume I spend $400 a year, each year until the
child reaches the cutoff age of 18. This then equates to $360 per child
with a grand total of $7,200 of my hard-earned money going towards
items destined to be broken or tossed to the side in a frighteningly short
period of time.
My solution is to take that $20 a pop that would go to buying a present and put it away in a separate bank account and let it sit until their
18th birthday—just in time for college. Let the compound interest add
up and the eventual grown-up child will have a nice amount of money.
Another alternative is putting that cash towards treasury bonds or some
other investment—same concept. After all, chances are the kids won’t
even realize you skipped out on getting them a gift and their parents will
hopefully appreciate the insight and thoughtfulness. Consider the possibilities if several members of the family took this approach. I guarantee
the children will love you when they turn 18.
Nicole Gorr, CPA
Granite Associates, L.P.
Liberty, NY

THE POWER OF EARNING IT
The quickest way to break the entitlement mentality is to ignite the entrepreneurial spirit in your children. You will see entitlement fade away as it
is replaced with empowerment. Once children know they can make money
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on their own, they have been given the gift of a lifetime. Kenneth J. Guidry,
a CPA from Houston, Texas, shares how the proverbial lemonade stand can
open your children’s eyes to entrepreneurial possibilities.

The Lemonade Stand: A Lesson Kids Understand
I have been watching a successful Houston-based entrepreneur and
philanthropist turn lemonade into life lessons for kids. He’s teaching
kids how to start and run a business. Along the way they are learning about character, leadership, and making a difference.
His big idea started with a small lemonade stand his 10-year-old
daughter set up to earn her own money. He could easily have just
given her the money, or drawn up the perfect business model for her.
But he realized it was an opportunity for her to figure out for herself
the principles of goal setting, planning, marketing, sales, budgeting,
purchasing, supply and demand, profit and loss—and have fun doing it.
When they get to run a lemonade stand for one day, children acquire
skills they can use to start or run any business. They learn the importance of price, product, place, and profit. They learn how to recruit and
retain investors, and how to pay them back. They calculate the cost of
their product and supplies. And they discover the value of good customer service and teamwork.
That relevance to the real world is something kids understand right
away. The experiential learning is very powerful. Young people pick
up financial literacy and other life skills in a fun and memorable way.
When that first lemonade selling “job” is a successful entrepreneurial
venture, kids gain a sense of confidence that can equip them to succeed
in a future job or their own business.
When parents, schools, and local businesses help young people learn
about life and business in a memorable way, the results are measurable
and lasting. Watch for the next generation of self-starters, business
leaders, and philanthropists at a lemonade stand near you.
Kenneth J. Guidry, CPA
Pannell Kerr Forster of Texas, P.C.
Houston, Texas
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FROM EARNING TO INVESTING
As your children progress through the stages of learning how to save
money, understanding the economic realities of life, and learning how to
make money on their own, their interests will naturally expand to include
how to invest their new found wealth. In addition to their savings accounts,
you may want to teach them about the stock market by allowing them to
invest in the stocks of some of their favorite brands. You may want to include them in your own real estate investing endeavors so they learn about
the benefits of real estate investing. Another area that has become quite
popular in the last few years in particular is investing in precious metals.
While Nicole Gorr suggested socking away the $20 you would spend on
gifts for your children into savings accounts, Markus Schwab, a CPA from
Peachtree City, Georgia, suggests an alternative: build their enthusiasm for
investing by purchasing coins.

A Shining and Unique Savings
“I’ll get the mail!” yelled my son.
My two children were assertively negotiating whose turn it was to get
the mail. Today, they had to come to a quick settlement because the mail
courier was standing at our front door with a small, white box in his
hand. Actually, the decision about who would get the mail was made for
the kids because I had to sign for the box.
As I pulled out the contents of shiny silver and gold rounds, each of
the kids expressed their approval with “Cool! Wow! They’re beautiful! I
want one!”
A while back, just before the markets altered course, my wife and I
considered several investment options and decided to invest in precious
metals, in part in anticipation of bull markets for metals and in part for
survival reasons.
I told my children that they, too, could invest in coins of their own,
and that they would have to use their own funds. They typically earned
an allowance tied to school performance and sometimes received
money for birthdays and holidays. A few weeks passed and both of my
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children had enough money to purchase some gold and silver coins. We
went onto the computer and searched the precious metals website.
“There are so many to choose from!” My daughter said excitedly.
We looked at options ranging from one tenth ounce fractional coins/
rounds to 100 ounce bars. Before long, each child had picked out their
favorite coins and closed the deal.
For the next two weeks, every day after school, the kids ran to the
mailbox to see if their package came in the mail. At last, the all-important package arrived and again we heard exclamations of “Cool!
Wow! Awesome!”
Since then, both of my children have been using a portion of their
money to purchase coins as part of their savings. Especially for our
daughter, using tangible items such as gold and silver proved to be a
more interesting form of saving.
Markus R. Schwab, CPA.CITP, CGMA
CFO, City of Griffin, Georgia
Peachtree City, GA

INVESTING IN STOCK
Many parents start introducing their children to investing in the stock
market at early ages. You can do an imaginary portfolio to introduce the
concept by tracking several stocks over a period of time on paper without
actually investing dollars. Or you can follow the example set by Ron Heller,
an attorney and CPA in Honolulu, Hawaii. He started a stock investing plan
with his 11 year old son.

Build a Kid-Friendly Stock Portfolio
Does your child want to invest in stocks? (Imagine if you had invested in stocks when you were 10 or 11—wouldn’t you like to have
that portfolio now?) Start with stock in a familiar company. If you
buy stock in McDonald’s, or Ford Motor Company, or Campbell
Soup Company, your kid already knows what they make. Let your

(continued)
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(continued)

kid choose the stocks. It’s actually better to start out with stock in familiar companies. Mutual funds may provide better diversification,
but they’re a lot harder to explain. Gradually, over time, add new
stocks until you get to stocks in 4–6 different companies. With fewer
than 4, it’s hard to diversify, but with more than 6 it gets too complicated. (You can always add more when your kid is a little older.) The
point is to learn from the process.
Check on your portfolio together, and read the annual reports. Each
month, check how your kid’s stocks are doing. When you get an annual
report, look through it together. You don’t have to read the whole thing,
but there are probably some interesting parts—for example, check out
the compensation of the company officers. Along the way you will be
amazed at how your child starts picking up the vocabulary of money
and investing…a vocabulary that will benefit him throughout his life.
Ron Heller, CPA, JD
Honolulu, HI

IN SUMMARY
As these stories reveal, there are many different ways to teach your children
about money and responsibility. The important thing is to—just do it! Allow
them to make mistakes and learn to recover from them at an early age and
you will see their self-confidence and self-esteem improve in the process.
The alternative is best described in a quote borrowed from P.D. James,
author of The Children of Men, “If from infancy you treat children as gods
they are liable in adulthood to act as devils.”
The next chapter will be devoted to the subject of allowances. There
are many differing opinions and philosophies about paying young people
allowances. Our hope is that you will find suggestions that will work with
your own family situation.
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“What is important for kids to learn is that no matter how
much money they have, earn, win, or inherit, they need to know
how to spend it, how to save it, and how to give it to others
in need. This is what handling money is about, and this
is why we give kids an allowance.”
– Barbara Coloroso

“If you want to recapture your youth, just
cut off his allowance.”
- Al Bernstein
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A

n allowance is a great way to start teaching your child about the value of
money, budgeting, and saving. By the time your child is five or six, he should
be able to understand what an allowance is and why you are giving it to him.
But before you start this commitment with your child, you should first set up
the parameters.1
First, you need to establish whether you want to tie the allowance to
household chores or simply establish a weekly amount that they can use to
save for specified purchases. Some families establish a base allowance and
then give their child extra money for additional chores. Whichever method
you choose, be sure your child understands why he is receiving the allowance and what will prevent him from earning or getting it.
Second, you need to set the amount. Most experts recommend giving a
child a weekly allowance of 50 cents to a dollar for every year of age. As
the child gets older the allowance period may extend to monthly, or in some
cases longer, in order to allow your child to develop discipline for planning
over a longer period of time.
You also will want to discuss how your child will be using this money.
Will he put it into savings or will he plan on spending it on parent-approved
items? Teaching your child not to spend the entire weekly allowance and
to put a portion away in a savings account and give a portion to charity are
valuable life lessons.
I direct a great deal of passion to teaching young people about money
and am often asked about this subject of allowance. What follows is an
essay I wrote that outlines a framework that may be useful in your consideration of not only if you pay an allowance but, even more importantly, how
you communicate it to your children.

Allowance—Yes or No?
Allowance decisions are parenting decisions and can often differ
from one child to the next. After working with parents and their
teens for the last 20 years, I have formulated a framework that may
help parents come up with an allowance plan that seems to work
Source: www.360financialliteracy.org/Topics/Family-Financial-Planning/How-to-Talk-to-YourChildren-About-Money/My-6-year-old-son-has-been-doing/(language)/eng-US
1
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well. I use “framework” because what may work for one child may
not for another.
There are four different phases or parental strategies that may be
helpful to parents in determining the allowance policy that is right for
them. As you read the framework, think about the mindset you want to
develop within your child. Do you want him or her to have an entitlement mindset, or an entrepreneurial mindset?
Phase 1: Personal Responsibility. Things that your children need
to do for their own health and development (such as brushing their
teeth). There should be no financial reward for fulfilling tasks that
you consider to be personal responsibility. One father told me he
has to pay his son to brush his teeth every morning and every night.
My question is: Who really is in charge in this example?
Phase 2: Family or Social Responsibility. Things or tasks that contribute to the family or social environment that do not result in financial reward (for example, helping with dishes or reading to a younger
sibling.) A mother named Mary told me that once she implemented
this strategy, explained it to her children and consistently applied it,
she saw their attitudes transform in just a couple of weeks. Instead of
fighting, her three kids now work together each night to clean up after
dinner without arguing. Wouldn’t that be wonderful?
Phase 3: Establishing an Allowance for Payment for Completion
of Specific Tasks. Determine guidelines that include what general
tasks or duties are expected that will result in the earning of the
allowance. By defining what is over and above personal responsibility and family or social responsibility you can encourage and
reward your children for their extra effort. This also helps prevent
the entitlement attitude that so many children develop today. Mary’s
kids now compete and make a game of thinking of extra chores so
they can earn their allowances.
Phase 4: Encouraging Your Child’s Entrepreneurial Spirit.
Encourage your child to think of creative ways to earn money.
It is amazing how creative they become when they really want
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something. Mary’s son, Max, a 12-year old, now has a business
collecting cans from all his neighbors and is earning $100 every
other week. He was able to buy the faster skateboard he wanted
and even justified it as a business expense because he could now
collect the cans more quickly.
The age-old question of whether or not to pay your child an allowance can be decided only by you as the parent. But the more
important question is what mindset do you want to create and nurture
within your child?
• An entitlement mind-set? Where your child just expects to be
paid each week? or
• An entrepreneur’s mind-set? Where your child finds creative
ways to create value and earn money from that creativity.
The choice is yours!
Sharon Lechter, CPA, CGMA
CEO of Pay Your Family First
Paradise Valley, AZ
The following stories share some great insights into the subject of
allowance. They share the long-term benefits that come from instilling
responsibility along with paying an allowance. Doris Rollo shares how the
application of the “three piggy banks” plan created a habit of savings that
has yielded long-term benefits for her daughter.

Never Too Early
When our daughter Heather was very young, probably around three
or four years old, we started her off with a dollar allowance. Of
course, a child this young does not need a dollar, but we needed to
begin to instill in her the proper way to handle money. We gave her
three banks. One was her “rainy day savings” bank, another was
her “Jesus” bank, which represented giving to charity, and last was
a “you can spend this money anyway you want to” bank.
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Of the 10 dimes we would give her, we taught her that 10% or 10
cents, would go into each of the rainy day savings bank and the Jesus
bank and the remaining 80 cents could be spent any way she wanted.
As she got older the allowance increased, but the principal remained
the same. As she began to work as a teen and have part time jobs, it was
easy for her to save the 20% and just spend what was left over.
While she was still in high school, we allowed her to have a credit
card. Yes, we had to guarantee the payment, but the credit line was very
low. We taught her that she could charge various purchases on her card,
but when the bill came in she had to be able to pay off the balance. She
did this from a checking account we also allowed her establish so that
we could teach her how to balance a checking account.
Doris Rollo, CPA
Mobile, AL
The next story focuses on assigning specific chores to your children so
that they earn their allowance. In this case, Erin Stockwell, a CPA from Great
Falls, Montana, shares how this system employed by her husband’s parents
created an entrepreneurial, “what more can I do?” attitude in her husband.

Teaching a Five Year Old to Save
My in-laws taught my husband and his siblings at a very young age
to value what they earn and to spend wisely. The kids were each
paid a weekly allowance, between $1 and $5 a week, depending
on their age. They were also assigned weekly chores on a rotating
schedule. Each chore had a monetary value associated with it. For
instance, one night’s supper dishes cost 25 cents, taking the garbage out cost 10 cents, and mowing the lawn cost $2. Then, the kids
were given the choice whether to perform the assigned chores. The
caveat: If they chose not to do a chore, they had to pay their parents
to do it out of their allowance. My in-laws would pay the full allowance each Sunday, and then the kids had to immediately pay back
whatever they owed for the week before. My husband remembers a

(continued)

153

Save Wisely, Spend Happily

(continued)

time when he refused to do any of his chores, and he had to pay his
parents his entire allowance for the week, plus some of his saved
allowance (apparently that was a painful lesson, because he still
remembers it).
Of the allowance they saved each week, a portion went into the
piggy bank, and they could spend the rest on whatever they wanted.
They could also ask to do additional chores to earn more money. My
husband quickly learned if he saved his spending money, he could
buy bigger, more exciting things, and if he did additional chores, he
could buy bigger, more exciting things faster. Even now, in adulthood,
he still regularly takes on extra night and weekend jobs to pad our
savings account.
Erin Stockwell, CPA
Anderson ZurMuehlen & Co., P.C.
Great Falls, MT

SPEND LESS THAN YOU EARN
Kwokyee Wu, of Hong Kong, shares how she instilled the very important
concept of “pay cash and stay out of debt” in her daughter at the early age of
seven. A lesson many adults, not to mention governments, still need to learn.

“A Quarter a Day, Keeps the Debt Away”
People get into debt when they spend more than they earn. How
do we educate children to avoid debt before they grow up? A welldesigned allowance program can help them to learn the concept of
savings, budgeting, and spending wisely so that they will not have
debt in the future.
Shopping With My Daughter
I designed an allowance program for my daughter when she was
seven years old because I had unpleasant experiences with her when
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shopping in the supermarket. She always wanted to buy something
without looking at the price tag. When I rejected her requests, she
would keep arguing with me.
If I fulfilled her requests, I would encourage her impulse buying
behavior and she would likely develop an overspending habit in the
future. How could I stop this?
I started to give her “a quarter a day.” When she received her first
quarter, she was very excited and asked me to go shopping. When
she arrived at the supermarket, she checked immediately what items
on the shelves would cost a quarter or less. She spent more than 10
minutes and found that there was nothing that cost a quarter or less in
the supermarket.
“Mom, I can’t buy anything with this quarter. This quarter is useless,”
she said in an upset tone.
“Well, you will have a quarter every day. Tomorrow, you will have
another quarter,” I told her.
“Then, I will have 50 cents tomorrow, 75 cents the next day, a dollar
the day after…,” she talked to herself and calculated how much she
would have if she kept saving the quarter.
Before she left the supermarket, she had looked around and compared
the prices of the items that she would like to buy. Although she left the
supermarket with empty hands, she was thinking about what she could
buy when she had more quarters.
The next day, after I had given her another quarter, she asked me
to go to the supermarket again. This time she just walked to the aisle
directly and picked a small pack of candy.
“How much is it?” I asked her.
“It is 49 cents and I have two quarters that means I can afford to buy
this candy,” she said.
“Why do you buy this one?” I asked her.
“This is the only item that I can afford as I only have two quarters
today. I will buy something that costs more next time when I save
enough money,” she said.

(continued)
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My daughter took out 50 cents from her pocket carefully and handed
it to the cashier. She completed her first purchase in her young life.
She went home happily with her candy and a penny in her pocket.
Lesson
In order to avoid unnecessary consumption debt, a wise saving
and spending behavior should be developed as early as possible. With this allowance program, “a quarter a day, keeps the
debt away,” children are forced to save before spending because
the value of a quarter is very minimal. This allowance program
also leads children to understand how to consume wisely while
developing a systematic process of saving, budgeting, and making
purchase decisions in their minds naturally.

Kwokyee Wu
Hong Kong

WHERE DOES MY MONEY GO?
Michael Goodman, a CPA from New York City, is also married to a CPA
and they took their debits and credits to heart when teaching their own children how to manage their money. As you read their story it is evident that
consistent application of their technique may hold the key for its success.
Their boys not only know how they spent their allowances but they are well
prepared to start the budgeting process as young adults.

Learning About What You Spend Your Money On
My wife (also a CPA) and I were talking about how we wanted to
teach our two boys at an early age (we started this when they were
11 and 8) how to manage their money and spending. To do so, we
decided to have them keep a record of their income and spending.
First up was to set their income. We did this by giving them a modest
allowance and further allowing them to put a portion of their birthday
and holiday presents into their spending accounts. These funds would
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be the source of income. Any expenses that we deemed beyond what we
felt they needed to have would come out of these funds.
We had them each take a four column ledger paper and title the columns as follows: beginning balance, additions, subtractions, and then
ending balance. For every transaction they would enter the date and
the nature of the transaction. Therefore, the first transaction would be to
record their allowance: the date, the transaction, the allowance amount
in the addition column, and the new balance in the ending balance
column. As income accumulates the ending balances would as well.
As the boys would make purchases and enter these transactions on
to the 4 column spreadsheet, they would see their balances decline.
A side benefit of the manual four-column ledger paper is that they
practice their basic math. As the year progresses the ledger paper fills
up with entries.
The power of the exercise becomes evident at year-end. Maria and
I sit with the boys and have them total up each of the addition and
subtraction columns. The first observation is how much money they
received over the course of the year and the second observation is the
total expenditures. They find this amount to be surprising, not realizing
how the smaller entries can add up. This can help give them perspective
on the power of saving. Then, the final and perhaps the most of important part is for them to review what they spent their money on during
the year. As they review their purchases, it becomes clear which ones
were smart and which ones were maybe not so smart. As we discuss
each of the purchases they develop a better base of knowledge to evaluate future purchases and to develop spending discipline. That is what
makes this exercise so worthwhile.
Michael E. Goodman, CPA/PFS, CFP®
Wealthstream Advisors, Inc.
New York, NY

BUDGETING BASICS
Rebecca Faris, a CPA from Durham, North Carolina, learned how to budget
from her mother using envelopes, a method we discussed in chapter 3,
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“Budgeting Strategies.” By giving Rebecca control over her own budget
and teaching her the importance of budgeting, Rebecca also learned the
importance of “spending less than you earn” along the way.

Budgeting
As a young teenager, I used to complain to my mother that my $5 a
week allowance was not nearly enough to allow me to do and buy
all of the things that I wanted and felt that I needed. To be fair, my
mother listened to my argument and, to my surprise, actually raised
my allowance to $15 a week! That was a huge increase to a 13-year
old girl! She then proceeded to teach me one of the greatest lessons of my life, one to which I have dutifully adhered and applied
throughout my life. My mother taught me the art of budgeting. This
skill, which she taught me when I was only 13-years old, has given
me more financial freedom and allowed me to do and accomplish
more with my money than I ever would have been able to without it.
My mother explained to me that the purpose of a budget was not to
restrict my spending, but to prioritize it so that I would always be
able to have the things that I wanted most in the world.
To teach me how to budget, my mother gave me a number of envelopes and set up guidelines for the use of my newly found windfall. She
made me save 10%, tithe 10%, and use a portion to pay for any presents I bought for friends’ birthdays or for my family for holidays. I also
had to pay for all of my own hair care products, entertainment costs,
and for anything else that I wanted. Every week, she would pay me my
allowance in small change and bills and I would religiously put my
money into my envelopes. I would also take any money that was given
to me for holidays and birthdays and add it to my envelope stash. By
the end of the year I felt like I was rich! Oddly enough, because of all of
the restraints she placed upon the use of the money, I probably did not
spend any more money on clothes and social activities than I did when
I received only $5 a week in allowance. However, I became much more
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aware of the money that I had and learned to make conscious decisions
as to how I would spend it. Additionally, by teaching me to budget, she
also taught me the importance of saving for a rainy day and becoming
a charitable person.
By the age of 18, I graduated from the envelope method to an electronic budget using Microsoft Excel. To this day, I budget my expected
income and expenses by month for the upcoming year and then reconcile my budget each month with my actual earnings and expenses. I
then agree the calculated balance to the total in my checkbook. In this
manner, even in the leanest of times, I have always saved at least 10
percent of my income. I truly believe that if a person has difficulty living
off of 100 percent of his or her income, it is not much more difficult
to live off of 90 percent. Budgeting has also helped me always to pay
off my credit cards each month without paying additional amounts for
interest and fees. Through the use of my budget, I learned to constantly
think about my spending habits and my priorities, always ensuring
that I get to do everything that is most important to me. That is a very
liberating feeling!
Rebecca Faris, CPA, CGMA
Technical Manager, AICPA
Durham, NC

WRITE IT DOWN
Timothy J. Anderson, a CPA from Long Beach, California, provides us with
a written agreement that may help you structure your communication with
your kids about your allowance philosophy, your expectations from your
kids, and the potential rewards and consequences related to application of
the agreement. He also highlights the importance of emphasizing charity
as part of your child’s life. While he admits that his proposed agreement is
somewhat rigid, and quite formal, it may be a great tool to reference as you
move forward to adjust or overhaul your own philosophy on allowance.
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Memorandum of Understanding
Below is an agreement between parents and children, with the
intended lesson of teaching early, first the responsibility of philanthropy at any income level, and second, prudent accounting,
handling, and disposition of money. While this example is relatively
rigid, the point is in reaching an agreement with children, which
through the discipline of executing the agreement they learn, among
other critical things, to give. The language and amounts are easily
changed to suit circumstances and respective relationships with
the children. This idea is shamelessly stolen from a letter written
by John D. Rockefeller, Jr. to his son John III in May of 1920. My
thanks, and that of a few concerned parents, go to Mr. Rockefeller
for his inspiration:
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MEMORANDUM OF UNDERSTANDING
Between
Mother and Father (parents) and Dick and Jane (children)
Re: Disposition of Allowance
WHEREAS:
• Beginning with January 1, children’s allowance is to be set at the rate of
$5.00 per week.
• Children are asked to keep a weekly accounting of as to the disposition of
their allowance.
THEREFORE:
• At the end of each week during which children have kept their accounts accurately,
and to parents’ satisfaction, the allowance for the succeeding week will be
increased 25 cents over the week just ended, up to but not beyond a total per week
of $7.50.
• At the end of each week during which children have not kept their accounts accurately and to parents’ satisfaction, the allowance for the succeeding week shall
be reduced 25 cents from the week just ended.
• During any week when there have been no receipts or expenditures to record, the
allowance shall remain unchanged from the week just ended. Such receipts and
expenditures shall be accounted for precisely and clearly.
• During any week when the account has been correctly kept, but the writing and
figuring are not satisfactory, the allowance shall continue at the same rate as the
preceding week.
• Parents shall be the sole judge as to whether an increase or decrease is to be made.
• It is understood that at least Twenty Percent (20%) of the allowance shall be
used for philanthropy.
• It is understood that at least Twenty Percent (20%) of the allowance shall
be saved.
• It is understood that when either child desires to make any purchases which the
allowance does not cover, child will first gain the consent of parents, who if in
agreement, will provide sufficient funds for the specific purchase, the change
from which, together with an accounting of what item(s) were bought, at what
cost, and what amount is returned after the purchase.
• To any savings referenced above, which children may deposit in their savings accounts in excess of the Twenty Percent (20%) minimum, parents will add an equal
sum for deposit into said account.
• The allowance set forth here, and the agreement under which it shall be arrived at,
are to continue in force until changed by mutual consent.
This agreement approved and entered into by
Parents_______________________
Children______________________
_____________________________
Date:_________________________
(Quoted Reference: “Posterity, Letters of Great Americans To Their Children,” by Dorie
McCullough Lawson, Doubleday, May 2004, First Edition. Copyright 2004 by Dorie McCullough
Lawson, All Rights Reserved)
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(continued)

When you instill the value of philanthropy in your children at a very
early age, you create greater odds that future generations of your
family will carry on serving a civil society in the same way you did.
All you have to do is think about the conditions above to understand
the kinds of behaviors this agreement will motivate in your child.
While this particular approach would make an accountant sing with
joy due to its structure and formal language, how the parent or family
actually writes and implements it may be adapted to suit the needs
of their family and children. The point is that a formal, written commitment, with accountability, will teach a truly wonderful lesson. We
only have one chance until our children are grown, gone, and on their
own. After that it’s up to them.
Timothy J. Anderson, CPA/PFS, AIF
Halbert Hargrove Global Advisors, LLC
Long Beach, CA

IN SUMMARY
As is evident throughout these stories, providing structure and communication around your allowance philosophy is critical to ensure that your
children learn good money habits, including the importance of saving,
spending less than they earn, and giving back to their community. However,
another common thread that rings through all their stories is the overarching
love these parents have for their children.
In the next chapter, “Teens and Money,” we talk about dealing with
older teens and young adults. As your children grow older and start wanting
more independence, it is important to realize the critical role their finances
will play in whether they truly achieve that independence—or remain
dependent on you into adulthood.
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“Never lend your car to anyone to whom you have given birth.”
- Erma Bombeck

“The easiest way to teach children the value of money is to
borrow some from them.”
- Unknown
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our teen is becoming more independent, but still needs plenty of advice
from you. With more money to spend and more opportunities to spend it, your
teen can easily get into financial trouble. So before money burns a hole in your
child’s pocket, a few financial lessons are in order. With your help, your teen
will soon develop the self-confidence and skills needed to successfully manage
money in the real world. Some of the lessons we will cover in this chapter
include:
•
•
•
•
•

Lesson 1: Developing a Budget
Lesson 2: Getting Creative—Earning More and Stretching More
Lesson 3: Saving for the Future
Lesson 4: Using Credit Wisely
Lesson 5: Parents as Bankers

VALUE OF MONEY
Before learning about dealing with money, it is helpful if a teen is able to
put money into perspective—relate the value of money to his or her life and
world, rather than merely viewing it as an abstract tool for making purchases. David Sakofs from New Jersey shares how he taught his children
the true value of money after they started working part time jobs, by having
them compute the equivalent number of hours they would have to work to
pay for something they wanted to buy.

Learning the Value of Money
How do you teach your children the value of money?
As children, they receive money from various sources, but mainly from
family members. They receive money as gifts for birthdays, holidays,
and graduations and for doing chores around the house. There is
little correlation between the money they receive and the related value
provided by that money. There is little thought process involved—just
the mantra, “I want it so I buy it!”
When my children started working and were paid an hourly wage I
would ask the following question when they wanted to buy something:
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“How long would you need to work for that particular item?”
I would suggest they divide the price of the item by their current rate
of pay. Then they would realize how many hours they needed to work in
order to pay for the item. For example, if a new tennis racquet is selling
for $160 and the rate of pay is $8.00 per hour, the racquet represents
20 hours of work while a $120 racquet requires only 15 hours of work.
When this process is performed they can now put a value other than
dollars on the item. This way, they can decide how much they really
want something.
Now that my children are older and the items are much more costly—
for example, cars, apartment rent, and so on—they are well aware of
how much of their time (lives) is required for the desired item.
David Sakofs, CPA
Morristown, NJ

LESSON 1: DEVELOPING A BUDGET
Developing a written spending plan or budget of his or her own can help
your teen learn to be accountable for his or her finances. Your ultimate goal
is to teach your teen how to achieve a balance between money coming in
and money going out. To develop a spending plan, have your teen start
by listing out all sources of regular income (for example, an allowance
or earnings from a part-time job). Use the budget worksheet in chapter 2.
Next, have your teen brainstorm a list of regular expenses (don’t include
anything you normally pay for). Finally, have your teen subtract his or her
expenses from his or her income. If the result shows that your teen won’t
have enough income to meet his or her expenses, ask your teen to come up
with a plan for making up the shortfall.
Here are some ways you can help your teen learn about budgeting:
• Consider giving out a monthly, rather than weekly, allowance.
Tell your teen that the money must last for the whole month, and
encourage him or her to keep track of what’s been spent. The teen
will have to develop financial discipline or the month will last much
longer than the money.
165

Save Wisely, Spend Happily

• Encourage your teen to think through spending decisions rather than
buying items right away. Show your teen how comparing prices or
waiting for an item to go on sale can save money.
• Suggest ways your teen can earn more money or cut back on
expenses to resolve a budget shortfall (for example, rent a DVD to
watch with friends rather than go to the movies).
• Show your teen how to modify a budget by distinguishing between
needs (expenses that are unavoidable) and wants (expenses that
could be cut if necessary).
• Resist the temptation to bail your teen out. If your teen can depend
on you to come up with extra cash, he or she will never learn to
manage money wisely. But don’t be judgmental—your teen will
inevitably make some spending mistakes along the way. Your child
should know that he or she can always come to you for information,
support, and advice.
Robin Nickell McKenzie, a CPA from Birmingham, Alabama, shares
how putting your teens on a budget may generate short-term stress and
frustration but will eventually pay long-term positive dividends, not only
for the money skills of your teens but also for your relationship with them.

Teaching Budgeting to Teens 101
I have a 16-year old daughter who loves to buy clothes and does not
have inexpensive taste. I would take her shopping to buy a few items
and she would find $300–$500 worth of clothes that she would want
me to buy for her. She loved the specialty shops and designer lines
of clothing. Budgeting was a foreign concept to her. We might be
headed for the poor house but, by golly, my daughter was going to
be dressed for it!
So I decided I had to teach my daughter how to budget. I felt this was
something that must be mastered before she went off to college and
would be responsible for managing her own funds. My daughter had
just turned 15 and was old enough to keep track of her own money. I
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told her I was putting her on a budget and increased her allowance to
cover her entertainment expenses and a reasonable amount for clothing, makeup, shoes and any other extras she needed or wanted. The first
six months, she spent every bit of her allotted money and usually ran out
at least a week before the end of the month. I would watch her in dressing rooms trying to decide what outfits she wanted the most with the
funds she had. It was hard not to give in and give her more money when
she had to put something back because she didn’t have enough money
for it, but I stuck to my guns. When summer came she was eager to get
a job in order to make extra money. I began noticing she was starting
to save her money so she would have enough when something came up
that she really wanted or when she had a special plan with her friends.
Then the tables turned on me. When we would go shopping and I
wanted to buy some unnecessary thing that I saw, she would ask if I really wanted/needed the item enough to buy it and then she would remind
me that I was also on a budget. Instead of being mad, my motherly pride
was starting to swell.
One day we were in the car driving and my daughter turned to me and
said, “Mom, at first I didn’t like that you put me on a budget, but now
I’m glad. When I go off to college I’ll know how to handle my money,
but none of my friends will.”
With those two sentences, my amazing daughter made me feel like I
was a fantastic mom, I was teaching her well, and I was doing a good
job of preparing her for the future. That is a wonderful feeling.
Robin Nickell McKenzie, CPA
BBVA Compass
Birmingham, AL
Jody Rorick, a CPA from Lincroft, New Jersey, shares a very similar
story but highlights how learning to budget their money has also helped her
children learn to manage their time.
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Why Should I Pay for My Own Entertainment?
When my daughters were old enough to work, I made a rule that they
would pay for their own entertainment: movies, restaurant meals,
games, CD’s, and so on, while I provided for their necessities. They
cultivated the habit of always working and paying for their own entertainment, with no questions asked, right through college.
Now, 10 years later, my daughters are confident of their money
management abilities, and their good spending habits are second
nature. They automatically adjust their spending to their income, and
I’ve never received a call asking for additional funds. In their teenage
years, my daughters learned what was important to them. They quickly
changed their minds about shopping at the mall if it was with their own
money, and it became even easier to decline an invitation if it wasn’t a
high priority and would be costly. Allocating their spending money has
helped them allocate their time as well, which became very important
for scheduling college classes around their jobs. This ability to balance
time and money will help them throughout their lives.
Jody Rorick, CPA
Lincroft, NJ
Sara D. Smith from Missoula, Montana, highlights what she learned
when her father assigned her to keep her mother’s checkbook in order.

Bill Paying
When I was about 13, my new chore became balancing my mother’s
checking account every month. Not only did I learn a vital skill
about reconciliation, but I also learned about the real fiscal responsibilities of taking care of the household. I saw power bills,
taxes, grocery bills, and every related transaction for keeping the
household afloat. It was a tremendous lesson as I knew that in order
to pay those bills, there needed to be corresponding income. I also
knew there were bad months, where payments exceeded income. In
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those months, at least there was a savings account established to
help get through to the next paycheck. I gained appreciation for the
efforts I could make in helping the household and it certainly made
me think twice before asking for something.
As I grew older, I applied what I learned in my own life. I tried
to never exceed my income with spending habits, which served me
especially well in college. I always make sure I have a solid savings
account for use in emergencies and I automatically make deposits there
each and every paycheck. My parents taught me a valuable skill and a
lifelong lesson about living within my means and it has helped in both
my personal and my professional life.
Sara D. Smith, CPA, MBA
Industry Accountant: CFO – ALPS Corporation
Missoula, MT

LESSON 2: GETTING CREATIVE—EARNING MORE
AND STRETCHING MORE
Teens often have more expenses than younger children, and your teen may
be coming to you for money more often. But with you holding the purse
strings, they may have difficulty making independent financial decisions.
One solution? Encourage your teen to get a part-time job or to think
of ways that will enable him or her to earn money for expenses. Here are
some things you might want to discuss with your teen when he or she
begins working:
• Agree on what their pay should be used for. Now that your teen is
working, will he or she need to help out with car insurance or clothing expenses, or do you want your teen to earmark a portion of each
paycheck for college?
• Talk to your teen about taxes. Show them how FICA taxes and regular
income taxes can take a bite out of his or her take-home pay.
• Introduce your teen to the concept of paying yourself first. Encourage your teen to deposit a portion of every paycheck in a savings
account before spending any of it.
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A teen who is too young to get a job outside the home can make extra
cash by babysitting or doing odd jobs for you, for your neighbors, or for
relatives. This money can supplement any allowance you choose to hand
out, enabling your young teen to get a taste of financial independence.
When your teens start earning their own money, or, more significantly,
starts taking responsibility for some of their own expenses, they quickly
have a better understanding of needs vs. wants. It is amazing to see how
creative they can become in finding ways to earn money in order to do
something that they really want to do. Margo Klein of Shrewsbury, New
Jersey, shares how creative her daughter became so she could earn enough
money to keep buying her designer clothing and in the process started a
lasting habit of saving.

Gas Money
When my daughter, Brianna, was old enough to get her driver’s
license, my husband and I decided to buy her a used car and pay
for the insurance. There was no public transportation and we were
tired of chauffeuring her everywhere. The challenge was for her
to earn her own gas money. Brianna quickly came up with a solution. She played field hockey and needed to stay after school for late
practices. She made a deal with three younger field hockey players
to pick them up in the morning and drop them off after practices.
The younger players were thrilled to ride with an older girl instead
of having to take the school bus. She charged each one $40 a week,
for a total of $120. She needed $20 for gas so the remaining $100
a week provided her spending money. When summers came around
she found several part-time jobs including working in an ice cream
parlor, pet sitting, babysitting, and helping several church members
with weeding and gardening chores. When Brianna went to college
she had over $5000 in her savings account in addition to a closet
full of brand name clothes.
Today Brianna is a working mom. It took a few years but she now
thanks me for teaching her how to find ways to make her own money.
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The skills she developed have served her well in her career and managing her own finances.
Margo Klein, CPA
Klein & Livingstone CPAs, LLC
Shrewsbury, NJ

Stretching the Budget
Most of the stories we have shared have centered around using monthly
budgeting techniques for teens. As your teens get older it is usually wise to
encourage them to get part-time jobs, but it may also be wise to stretch their
budgeting responsibility over a longer period of time. Erin Campbell of Raleigh, North Carolina, shares how her mother made her budget last over her
entire senior year in addition to balancing her studies and working a parttime job. While this worked well for Erin, you may want to make sure your
teen has shown enough responsibility in the short-term before launching
them into a long-term budget. Giving a teen a lump sum of money before
they are ready could parallel the financial disasters we see with lottery winners who cannot handle their new-found wealth. Consider requiring your
teen to make periodic budget status “reports” to you to inject a little added
accountability. In any event, allowing your teen to have long-term budgeting responsibility, including suffering the consequences of making mistakes
while they are still at home will better prepare them for the real world they
will face when they leave home.

Responsibility Creates Independence
When I was 16, my mother encouraged me to find a part-time job. I
was hesitant, as I really enjoyed my teenage freedom. However, she
reminded me that freedom required gas for my car and gas required
money. So, off I went to find a job. Once I had my job, my mother
immediately took me to the local bank and helped me open my first
checking account. Every month she sat down and helped me balance
my checkbook to the statement that was mailed to me. It was a great
lesson in responsibility.
(continued)
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(continued)

At the beginning of my senior year of high school, my mother sat me
down and together we calculated the amount that I would need that
year for graduation pictures, announcements, cap and gown, yearbook,
and a few other required items. Then she wrote me a check for the entire
amount and said that I had to make the money last until the end of the
school year, 10 whole months away!
Most of the money was not needed until the end of the school year, so
I had to make sure that there was enough money in my account when
the time came to pay for all the senior year items. I also had a job so I
could use my income to supplement my activities and expenses, but this
was a huge lesson in budgeting for me. At graduation, I am happy to
say that I had enough money to cover all my expenses and I never had
to ask my mother for more money.
My senior year of college, my mother repeated the same lesson. I
moved off campus into an apartment and was now responsible for my
rent and utilities. At the beginning of the semester, my mother wrote me
a check for what she was willing to pay for the semester. I then had to
make the funds last for the entire semester while supplementing with
income from a part-time job. Again, I had to really work on making my
budget last me for several months.
Once I graduated and started working full-time, I had a really good
understanding of all the expenses I would need to pay. I also knew what
it meant to live within a fixed budget and make my expenses fit within
my income. After all, I could not go to my employer constantly and ask
for more money (just like I could not go back to my mother and ask for
more money).
Parents shouldn’t be afraid to hand over financial responsibility to
their children before they leave the nest. Give teenage children certain
expenses that they are responsible for and stick to it. If they run out of
money, don’t give them more. Let the teen make a choice on what wants
they will eliminate in order to pay for their needs.
Erin P. Campbell, CPA/PFS, CFP®
Beacon Financial Strategies
Raleigh, NC
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Igniting Creativity
When an unexpected one-time opportunity arises for your teen, do you pay
100% or do you ask your teen to “have some skin in the game?” Sandra
Terrell, a CPA from Springfield, Missouri, shares how an eighth grade trip
not only ignited her son’s entrepreneurial spirit but also taught him the
power of goal setting, and the excitement that comes from achieving those
goals.

Paying for Spring Break
The spring of 2010, my son Collin was 13. He asked if he could go
on a trip through school to Washington, DC for spring break the following year. Once we became comfortable with the logistics of 50+
eighth graders going on a trip half-way across the country without
parents, we then had to discuss funding the trip. Collin was willing
to pay for the entire trip himself, but we finally settled on his paying
half of the cost. The big problem was that he did not have a source
of income. I told him he would need to put together a financial plan
on how he would come up with the funds for the trip.
He was able to get a job cleaning a house every other week and
mowing a yard. We worked together to calculate how much money he
could make during the summer at his new part-time jobs. I helped him
document it on paper and prove that he would be able to earn the funds.
By the end of summer, he had saved enough that he could have paid
for the entire trip if he had needed to. He chose to put the remainder in
savings and to this day he still has his cleaning job and his mowing job.
He’s even received a raise for providing quality services!
He had a great time on his trip to the capitol and had the satisfaction of knowing that he had made it happen though his hard work and
persistence. He’s now saving for his first car. He knows how to set a
goal and work to accomplish what’s needed to achieve the goal.
Sandra Terrell, CPA
Terrell Accounting, LLC
Springfield, MO
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LESSON 3: SAVING FOR THE FUTURE
As a youngster, your child saved up for a short-term goal such as buying a
favorite toy. The last story shared how a teen found a way to make enough
money to achieve his goal. The by-product benefit was that he established a
habit of savings that will serve him well throughout his life. Now that your
child is a teen, is he or she ready to focus on saving for larger goals such as
a new computer or a car and longer-term goals such as college? Here are
some ways you can encourage your teen to save for the future:
• Have your teen put savings goals in writing to make them
more concrete.
• Encourage your child to set goals that are based on his or her
values, not on keeping up with what other teens have or want.
• Motivate your teen by offering to match what he or she saves
toward a long-term goal. For instance, for every dollar your teen
sets aside for college, you might contribute 50 cents or 1 dollar.
• Consider increasing your teen’s allowance if he or she is too young
to get a part-time job.
• Praise your teen for showing responsibility when he or she
reaches a financial goal. Teens still look for, and count on, their
parents’ approval.
• Open up a savings account for your teen if you haven’t already done so.
• Introduce your teen to the basics of investing by opening an
investment account for your teen (if your teen is a minor, this will
be a custodial account). Look for an account that can be opened
with only a low initial contribution at an institution that supplies
educational materials introducing teens to basic investment terms
and concepts.
Words like values, goals, savings, and responsibility tend to recur often
when we talk about teaching teens about money. The overarching concept of
responsibility may be best demonstrated when you add “sharing” to the list as
well. Learning the benefits of being charitable and adding value to the lives of
others at an early age gives a head-start to a teen wanting to be independent
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and a contributing member of society. Monica Matlock of Houston, Texas,
shares how her parents taught her “survival spirits” that instilled both a sharing and saving philosophy that she still demonstrates today.

Learned Behaviors Equal Survival Spirits
When I was a teenager, my parents taught me very important skills; I
call them “survival spirits.” I received an allowance for completing
chores around the house, and I have memories of telling my mom
that I wanted certain things and that I wanted to use my allowance
to buy them. I then had to research the item’s cost and determine
how much time it would take me to save for it and how many chores
I would have to complete to buy it.
Then I had to take into account how much I needed to donate to my
church before taking my piece of the allowance. My parents believed in
giving to the church before keeping our share. I learned to wrap tithing
into my budgeting and was able to adjust for it. Even today, it doesn’t
feel like a burden.
Lastly, they taught me a sense of savings because I also had to pay
myself before I spent my money. My mom wasn’t a stickler on how much
I had to save, but it had to be something. The budgeting, giving, and
saving tactics have served me well.
Monica Matlock, CPA
Reliant Energy, an NRG Company
Houston, TX

Having Savings Creates Options
In our budgeting chapters we talked about the importance of having a rainy
day fund to fall back on in times of need. Terri Davis, a CPA from Sacramento, California, shares how her daughter’s ability to save helped her handle
a potential financial setback and continue pursuing and realizing her dream.
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My Daughter Learns More Quickly Than I Do
May 17, 2008 was an exciting day—college graduation day for
my daughter Krista. We watched as proud parents as she planned
where she wanted to go from there. After graduation, Krista decided
she would like to pursue grad school. In the meantime she went to
work in one of the worst job markets seen in decades. She secured
a marketing position with a small salary, but at least it was a start.
She talked to me about wanting to save and invest right away, so
I immediately sent her to my financial planning partner, Rebecca.
Rebecca guided her in setting up an online brokerage account and
recommended some quality mutual funds to start her investing.
Upon Rebecca’s recommendation, Krista started having monthly
deductions from her checking account transferred automatically to
her brokerage account and then immediately invested in the selected
mutual funds.
Krista continued this practice until 2010 when she was accepted into
a graduate program complete with a graduate assistant position that
would pay her a livable stipend during the school year. She decided if
she also worked during the summer, she would be able to survive during
the two years of grad school.
As the weak job economy continued and spring arrived, Krista began
applying for jobs. After many interviews, false starts, and disappointments, it became clear that there would be no summer job.
So, Krista turned to her investments and realized that she could sell
some of her funds, because she had made a nice return on a couple of
her investments, and still have a little savings cushion to fall back on.
She was already in the habit of budgeting and knew just how much she
would need for the three months she would not be receiving her graduate assistant stipend. She made the sale, put the money in her checking
account, and paid all her expenses through that summer.
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Krista says that having her investment savings was a real lifesaver.
She was able to continue pursuing her dream, because she had made
saving a habit.
Terri Davis, CPA
Terri L. Davis CPA and Harper Davis Financial
Sacramento, CA

Utilize and Maximize Your Savings Opportunities
Once your teens start earning money, they will face the reality of having
to pay income taxes on those earnings. Their first paycheck usually proves
to be quite the wake-up call for them. The following spring they may
celebrate when they receive a tax refund, as is often the case with summer
jobs, if their tax withholdings exceeded the amount of tax they owed. But
the fact remains that if their earnings were high enough they will have still
paid some income taxes. It is never too early to learn about tax planning.
Paula L. Hardin of Louisville, Kentucky, shares how the use of an IRA may
eliminate a teen’s taxes altogether and allow your teen to get a jumpstart in
saving for their retirement years.

What Happened to My Tax Refund?
My oldest son, Chris, began working part-time during high school.
When he received his first W-2 form, I sat down with him and helped
him prepare his income tax return. At that time he was able to get
the entire amount of the federal income taxes that had been withheld
refunded to him. He was quite happy to receive that extra windfall
that he had not been counting on.
The next year rolled around and because he worked a few more hours
that year, he earned more than the personal exemption allowed and he
had to pay some taxes. He was not happy that he was not going to get
all of “his” withheld taxes refunded.
(continued)
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(continued)

I had an idea. Since Chris had earned income, he was eligible to open
an IRA account. We called our financial advisor and opened an IRA
account in Chris’s name. We then asked her to transfer a sum of money
out of his savings account and into his IRA account. (We had established savings accounts for each of our boys right after they were born
and often deposited gift checks and other money into their accounts.)
Chris and I sat back down to re-do his tax return and this time we
took a pre-tax deduction for an IRA contribution—and he was able to
get all of his withheld income taxes refunded once again. Going through
this exercise not only taught him about tax planning techniques but he
also got a lesson on saving for the future. We made sure he understood
that the money we moved into his IRA account would have to stay there
until his retirement years or he would pay a stiff penalty. An additional
benefit to this was that the money was no longer easy to get to and he
could not plan on using it for a new car or other spontaneous purchase.
We did tell him that it could be used (borrowed from) for a home
purchase one day if needed.
This seemed to work so well with Chris that we also used this technique with our second son, Kelly. Now both boys are married and on
their own but each of them have an IRA account for their future.
Paula L. Hardin, CPA
Assistant Controller at Southern Baptist Theological Seminary
Louisville, KY

LESSON 4: USING CREDIT WISELY
You can take some comfort in the fact that credit card companies require
an adult to cosign a credit card agreement before they will issue a card to
someone under the age of 21 (unless that person can prove that he or she
has the financial resources to repay the credit card debt), but you can’t
ignore the credit card issue altogether. Many teens today use credit cards,
and it probably won’t be long until your teen asks for one too.
If you decide to cosign a credit card application for your teen, ask the
credit card company to assign a low credit limit (such as $300). This can
help your child learn to manage credit without getting into serious debt.
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Here are some things to discuss with your teen before he or she uses a
credit card:
• Set limits on what the card can be used for (emergencies, clothing, etc.).
• Review the credit card agreement, and make sure your child understands the “fine print”—how much interest will accrue on the unpaid
balance, what grace period applies, and what fees will be charged.
• Agree on how the bill will be paid, and what will happen if your
child can’t pay the bill.
• Make sure your child understands how long it will take to pay off
a credit card balance if he or she only makes minimum payments.
You can demonstrate this using an online calculator or by reviewing
the estimate provided on each month’s credit card statement.
If putting a credit card in your teen’s hands is a scary thought, you may
want to start off with a prepaid spending or debit card. A prepaid spending
card looks like a credit card, but works more like a prepaid phone card.
You load the card with the dollar amount you choose and your teen can
generally use it anywhere a credit card is accepted. Your teen’s purchases
are deducted from the card balance, and you can transfer more money to the
card if necessary. It is always important to read the fine print to understand
the fees and charges related to the card. Although there may be some fees
associated with the card, no interest or debt accrues.
One thing you may especially like about prepaid spending cards is that
they allow your teen to gradually get the hang of using credit responsibly.
Because you can access account information online or over the phone, you
can monitor your teen’s spending habits, then sit down and talk with your
teen about money management issues. This provides you with a teachable
moment.
A mother attended a seminar where I recommended giving teens a
prepaid debit card as a way to teach financial responsibility. Five months
later she called me with the following report:
My son was so excited to get his very own debit card that he willingly sat
down with me to work up what his monthly budget should be. We have been
depositing that amount on the card at the beginning of each month. Last week
we were at the store and he told me he needed new tennis shoes. He always
“needed” the most expensive tennis shoes, costing over $150 every few
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months. I kindly reminded him that he had his debit card so it was his responsibility to buy the shoes. You won’t believe it! [She paused.] Not only did
he buy non-branded shoes for only $60…he was proud of himself for saving
money! That would never have happened had it been my credit card being
used. Not only did he learn to buy value over brand, he was proud of himself
for doing it—you could see his self-esteem improve immediately! What a great
experience!

This story is one of my favorites because it shows the positive transformation that can occur when a teenager is made responsible for their own
finances. Not only was it positive from a financial sense, but it also created
a positive transformation in the mother-son relationship.
Lori Evers of Atlanta, Georgia, shares how giving her daughter a credit
card was important as the next step in teaching her money management
skills. After learning to live within her budget, Lori felt her daughter was
ready for learning about credit. Even when her daughter faltered, Lori let
her learn her lesson. Those lessons, while difficult at the time, generate
life-long dividends.

From Budget Success to Credit OOPS
When my daughter, Kristina, entered high school we continued a
tradition that my father had started with me in my teen years. The
summer before high school I had my daughter put together a budget with all her anticipated expenses—clothing, entertainment, cell
phone, and even her prom dress. We negotiated a monthly amount
and off we went to the bank to open her first checking account. Each
month she learned the lesson of making wise choices. She learned
the concept of spending less or earning more. If her anticipated
expenses for the month were more than her monthly allotment, time
to pick up a babysitting job or work in Mom’s accounting practice.
Why pay $45 to buy a name brand t-shirt when she could buy a
perfectly good shirt somewhere else for $15? She learned to be a
discerning shopper. Again, not doing without, just making good and
informed choices. More than once I would come home from work to
hear her arguing with her cell phone carrier over her cell charges.
“You charged me $1.12 for what!!?”
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An added bonus was this got me out of the role of being the bad
guy—telling her what she could or could not buy. If she made a bad
spending decision, she suffered the consequences. This also helped with
my personal budgeting. I had one set check to write each month which
covered all her expenses.
When she was 16, I introduced the credit card. Of course, I had to
co-sign with her, but she knew this was her responsibility. Clotheshorse
that she is, she immediately charged it in full. It took her five months
and babysitting for bratty children to pay it off, but she learned her
lesson. It was hard, but I did not bail her out. She needed to learn
consequences, and better to do so while still under my roof. Kristina
learned the cost of credit card interest, how easy it is to get into debt,
and how hard it is to get out. To this day she pays her credit card bill the
day she gets it.
Lori Evers, CPA
Mauldin & Jenkins, LLC
Atlanta, GA

College—Out of Sight but Still In Your Pocket
Once your child goes to college your ability to teach financial skills becomes much more limited. Nicole Gorr, a CPA from Liberty, New York,
cautions us about the unintended consequences when parents become too
generous with their college students. Her advice: Let them learn the hard
lessons now—instead of later in life.

Navigating College Living Expenses
Everyone is feeling the pinch from the decline of the economy. In
many cases, a college education may not start to pay off for months
or even years after graduation. However, there are several easy
ways I’ve picked up over the years to decrease the expenses associated without much sacrifice.
(continued)
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(continued)

Once your child has signed up for classes, you can count on receiving
the dreaded required book list. Textbooks are harshly priced, but there
are a few ways to ease this pain. On-campus bookstores tend to be
outrageously overpriced and the same textbooks can usually be found
cheaper on the Internet. However, be sure to take note of the correct
ISBN so you can ensure your student is buying the correct books. Purchasing used books instead of new books is also a great money saver.
Textbook rentals and digital copies are becoming a trend as well, and
suppliers can also be found on the Internet. They tend to run around the
same price as used textbooks. At the end of the semester, don’t forget to
return the purchased textbooks and earn some money back.
Students living on campus are usually charged meal plans, room
and board, and miscellaneous activity and service fees in addition to
tuition for the whole semester. This takes care of most of the vital needs:
food, shelter, education, sanitation, and health care. Hopefully they’re
spending a lot of time hitting the books while they’re not in class, which
brings us to the conclusion that the only money they should need is
for the occasional night out with friends and the like. If you want to
contribute to your student’s spending money, put a reasonable limit on
it. Consider using a credit card in his or her name with strict limits, or a
prepaid debit card. If your child uses up all of your donated money too
soon, don’t try and rectify the situation by handing out more, or putting
more money on their debit card. Your child will not learn responsibility
or budgeting when they know Mommy and Daddy will hand over money
whenever asked. Instead, let your student spend his or her own savings.
If your child doesn’t have a job during the school year, he or she will
quickly learn how fast a bank account can deplete. If these outings are
that important, your student may even be inspired to get a job. There
are plenty of opportunities on campus, including tutoring or working in
the dormitories, some of which have great perks such as reduced housing. Additionally, off-campus gigs, such as waitressing and bartending,
are very rewarding as good tips often outweigh the hourly rate.
Refusing to cater to your child’s expensive tastes is a win-win situation. Your wallet will breathe a sigh of relief and your student will
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learn how to prioritize and make ends meet. After all, these kids will
be ejected from college into the real world in a matter of four years—
why wait?
Nicole Gorr, CPA
Granite Associates, L.P.
Liberty, NY

College, Pizza, and Bouncing Checks
Your teen will make mistakes with money and hopefully learn from them.
The hope is that the lessons will be small in their dollar amount. Betsy
Guerrero, a CPA from Denver, Colorado, shows us how quickly a small
mistake can explode into a much bigger one.

The $440 Pizza
Westerra Credit Union provides presentations to Denver-area
schools looking to educate their students on a variety of financial
topics. In several of the presentations, a particular story about a
$440 pizza especially appeals to students and teaches them about
the importance of paying attention to their own finances.
A young college student writes a check for $13 to pay for a pizza.
Soon after, he begins receiving a lot of mail—presumably junk, which he
throws away. Then, he receives phone calls from a collections company
and his financial institution informing him that the check for the pizza
had bounced. He now owes $118. And since he hadn’t realized he didn’t
have enough money in his account sooner, it turns out that he bounced
four more checks—that’s an additional $100 in fees.
Even after the student pays off his bounced checks and fees, he is
penalized financially because of his now poor credit. His new landlord
charges extra for rent because he is a greater credit risk; he has to
pay a larger deposit to his new utilities company; and he ends up with
a higher auto loan rate for his new car. In one year alone, that $13
bounced check cost him at least $440.
(continued)
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This popular anecdote illustrates how it’s easy to mess up your credit,
which can be very difficult to fix. With just a little more effort, situations
like this can easily be avoided and save a lot of money and work!
Betsy Guerrero, CPA
Westerra Credit Union
Denver, CO

LESSON 5: PARENTS AS BANKERS
And now you realize that your adult children have grown accustomed and
dependent on your continued financial support. It can be a very hard habit
to break. The first step is to recognize the role that you are playing in creating their “dependence.” Chris Haviaris, a CPA from Pearl River, New York,
recommends the following.

It’s Never Too Late
To allow them to fail. Realize that protecting your children from
reality robs them of important opportunities to grow. Allow them to
develop the tools they’ll need to succeed in life by working through
difficulties as they arise, on their own. Do offer your love, your
encouragement, and your wisdom, but do not rescue them. Your
children can only experience true financial security once they can
stand on their own two feet. Allow your adult children to achieve
their own financial independence.
Chris Haviaris, CPA
Pearl River, NY

SUPPORT NOT DEPENDENCE
With the economy in turmoil, the ability to get credit has tightened so
much that many parents are looking at other options to help their teen get
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a strong financial footing. Rather than just giving their teen money, they
are establishing family loans with the hope and expectation that the teen
will repay the loans as their earning power increases. This can often create
issues within the family and should be carefully considered and carefully
documented along the way. Scott Seegmiller of Las Vegas, Nevada, shares a
unique way one of his clients addressed this issue with his children.

Dad Is the Bank
Richard Ohrn is a 74-year old retired sheet metal worker who created an opportunity for his four children to become financially secure
on their own, with a little help from him. Back in 1980, he opened a
bank account, and named it the SCJJ Fund after the initials of the
first names of his children. He called them all aside and explained
that the fund was there for them when they needed it, and they could
borrow for college, cars, and housing, with one catch. They had to
pay it back. And if the fund was depleted, there would be no funds
for any of the other children. The initial funding was $25,000. During the last 25 years, each of the children has taken advantage of
the fund, at various times, knowing that they would need to pay back
the money when they were able. If they needed a car to get to work,
they could borrow money to get the car, but would have to start
making payments just as soon as they got their first paycheck. When
it came time to attend college, they could borrow for books and tuition, knowing that they would have to repay the amounts after they
finished school. There was always enough in the fund, and the older
children were able to repay the SCJJ fund by the time the younger
children needed the funds. By formalizing the relationship, and creating the fund, there was never any confusion as to the nature of the
loan. It made the kids understand that they had to treat the money
they borrowed as a loan, and not as just a gift from their Dad.
Now, it is 25 years later and each of the four children have married,
completed school, and obtained jobs. They value money, and they know
what it is to be financially responsible. At the end, Richard surprised his
children and took the $25,000 balance of the SCJJ Fund and divided

(continued)
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it among the four children to use as they wanted. Today Richard has
great joy in knowing that his loan structure helped make his children
financially responsible as well as responsible for their own lives.
Scott Seegmiller, CPA
Las Vegas, NV

IN SUMMARY
The chapters “Kids and Money,” “Allowance,” and “Teens and Money”
have a wealth of information and tips that may trigger an idea or two that
you can apply with your own children. The concepts are simple, but the
application is not.
Did the concepts look very similar to those discussed for adults trying
to learn to budget, save, and use credit wisely? When it comes to teaching
these same principles to our children, we often feel intimidated and fearful
that we may display our own lack of financial prowess. Don’t be. Consistency in application of the lessons is absolutely the secret formula in raising
financially responsible children.
College living expenses were introduced in this chapter, but the next
chapter will delve more specifically into the various ways to plan and pay
for your child’s college education.
May your children learn the money skills they need to become thriving
adults. And, there is an added benefit: when you consistently and lovingly
apply these lessons with your children you will most likely find that you are
applying them in your own life as well.
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“An investment in knowledge always pays the best interest.”
- Benjamin Franklin

“The things taught in schools and colleges are not an
education, but the means to an education.”
- Ralph Waldo Emerson

Save Wisely, Spend Happily

W

hile the reports of low inflation in our economy are cause for celebration by many Americans, parents of college bound children face a much
different reality. The College Board reports that tuition and fees at public
universities have surged almost 130% over the last 20 years—all while middle
class incomes have stagnated over the same period of time. For the 2011–2012
school year, the average annual cost of a four-year in state college is $21,447
($85,788 for four years) and the average cost for a non-profit private four-year
college is $42,224 ($168,896 for four years). And those numbers are for just
one child! The result is
The Rising Cost of College
that college educations are
Average Estimated Undergraduate Budgets for Full-Time
consuming a larger portion Students, 2011-12
Public
Public Four-Year
Private
of a family’s disposable
Two-Year
In-State
Four-Year
income and causing par$2,693
$8,244
$28,500
Tuition & Fees
Room & Board,
ents to rethink their plans
$12,323
$13,203
$13,724
Books, etc.
for how they will finance
Total Expenses
$15,286
$21,447
$42,224
their children’s college
(Source: College Board http://money.cnn.com/2011/10/26/pf/college/college_
tuition_cost/index.htm)
educations.
Many pundits today are even questioning the benefit of going to college
given the rising costs and the current volatile economy. However, the report
titled The Big Payoff: Educational Attainment and Synthetic Estimates
of Work-Life Earnings from the U.S. Census Bureau reveals that over an
adult’s working life, high school graduates can expect, on average, to earn
$1.2 million; those with a bachelor’s degree, $2.1 million; and people with
a master’s degree, $2.5 million. While there are many successful people
today who may have created their success without the benefit of a college
education, the facts still speak for themselves—a college education, for
those with the ability and motivation, will provide a much better chance for
a higher lifetime income and quality of life.
Whether college is around the corner or years away, it is essential to
seek counsel now for how best to finance the college education of your
children. Paying for college should be a family decision and all aspects of a
family’s financial situation should be considered. In the last few years, the
economy has taken its toll on the financial well-being of many Americans,
and many parents have seen their savings negatively impacted…to the
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point of disappearing. A recent study by Sallie Mae was alarming when it
reported that 24% of parents would dip into their retirement savings to help
with their child’s tuition costs. It is generally not a good idea to jeopardize
the parents’ retirement plan to pay for college. Why? Because the parents
will not have sufficient time to replenish their retirement savings and could
face a very bleak retirement. Before raiding your retirement account you
may want to carefully consider all other options available for financing
your child’s education. If that includes borrowing money, make sure there
is some reasonable proportionality between the child’s expected future
earnings and the amount of money borrowed. A child pursuing a career
in library science will not be able to pay back as large a loan as a student
pursuing a career in engineering or medicine.

SYSTEMATIC SAVINGS FROM BIRTH
Let’s review some of the innovative ways our contributors from across the
country have found to not only finance children’s college educations but to
teach important financial education principles to them along the way. Rosie
Tomforde from Arizona shares how a consistent savings plan can pave the
way for long-term results.

It Goes By Fast
When my husband and I had our first child, we had two things in
common with many American parents: we were relatively broke
and we wanted to make sure that our children would be able to go
to college. So we started by opening a bank account for our son in
the amount of $100 and then we made a commitment to start saving
consistently toward his college education.
When our infant son received money from relatives, we would add it
to his bank account. When he was a little older and became aware of
those gifts, we explained to him that he could keep half of all the money
he received for birthdays and holidays, but the other half had to go into
his college account. When his sister was born two and a half years later,
we started a similar account for her and followed the same rules.

(continued)
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We established these accounts under our children’s names as Uniform
Gifts to Minors. The interest they earned each year was modest, but
the accounts kept growing. When they reached about $1,000, we used
the money to open mutual fund accounts. When our son was ready for
kindergarten, we decided he and his sister might need an allowance. At
first, they were given a list of 10 chores to do each day, and they earned
a dime for each chore completed. As they got older, we increased it to a
quarter. We told them that the first $2 they earned each week would be
deposited into their college fund but any extra would be theirs to spend.
We definitely saw extra effort from them when they wanted to visit the
toy store with money in their pockets. We knew how important consistency would be, so we kept track of their college portion, and paid them
their extra earnings every week.
After a few months we added a parental match to the college deposit. Whenever the fund reached about $25, we would send $50. By
the time our children reached 18, they each had around $10,000 in
their accounts.
What were the good things about this approach? We know we saved
much more money for their education than we probably would have if
we hadn’t had a plan and followed it consistently. Our children grew
up expecting to go to college and they witnessed how small amounts
of money can grow much larger over time. In addition, our children
learned to be cautious when it came to spending their money, which we
realized was a true bonus.
This caution has served our daughter well. Recently our daughter’s
friend tried to convince me to pay half of the rent on an apartment for
them to share near their university. I explained to her that I had turned
my daughter’s college fund over to her and it was up to my daughter to
decide how she would spend it on tuition, books, rent, and groceries.
Much to her friend’s disappointment, my daughter elected to stretch her
funds by remaining at home.
Our daughter was able to fully fund her bachelor’s degree from the
money that we saved along the way in her college fund. She also earned
her master’s degree and is currently a teaching assistant at a prominent
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state university where she is pursuing a Ph.D. in mechanical engineering. She has spent her whole life saving for college, and she’s very
proud of funding it all the way without incurring any debt.
Rosie Tomforde, CPA, CFE
Audit Officer, Arizona State Retirement System
Phoenix, AZ

SYSTEMATIC SAVINGS VEHICLES
In Rosie’s example she used a bank account under the Uniform Gift to Minors Act as well as mutual fund accounts to save for her children’s college
funds. These are just two vehicles of the many that are available to help you
create systematic savings plans—but be aware that some may have limits
on the amount you can save based on your qualifying income.
Once you have made the commitment to start saving, you need to ask
yourself how much you can afford to save on a regular basis, what your
tolerance for risk is, and how many years you have before your child goes
to college. Sound complicated? That is why we suggest you seek out the
advice of your financial advisor so that you find the plan that works best
for you and your family. Several traditional options are listed below for
your consideration and later in the chapter we will address some additional
non-traditional ideas.

Traditional Savings Accounts

Uniform Gift to Minors custodial account (in some states: Uniform
Transfers to Minors). This is account opened in the child’s name with
a parent or guardian as the “custodian.” These accounts can be opened
at any bank, credit union, or brokerage firm. Any funds withdrawn from
these accounts must be used for the benefit of the child. Taxable earnings
generated by the investments are taxed at the child’s lower rate. However
the “kiddie tax” rules apply until age 18 (or through age 23 if the child is a
full-time student). The child will gain full control of the money at age 18
and therefore could elect to use the funds for something other than college!
In addition these funds will reduce your child’s financial aid eligibility.
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Bank and brokerage accounts. Many parents choose to open a separate
bank or brokerage account in their children’s names. This allows the parent
complete control of the account and also reduces the impact on the child’s
ability to receive student aid. While there are no specific tax advantages to
this approach, taxes can be reduced by using tax-efficient securities such as
municipal bonds as well as stocks that that pay little to no dividends. Also,
withdrawals are taxed at the more favorable capital gains rate.
Savings bonds. The federal government allows tax-free interest on Series
EE/E (issued after 1989) and Series I Savings Bonds when they are used
for qualified college expenses. Qualified expenses are limited to tuition and
fees. Even though they historically have a low rate of interest, if they are
purchased for a young child, they may provide a safe, guaranteed return
when they reach college age. Note: To qualify for this deduction, the bond
must be issued to the taxpayer and/or spouse and cannot be co-owned with
the child. Also, this deduction is not available (or reduced) for higherincome taxpayers.

Education Specific Savings Accounts

Coverdell Education Savings Account (ESA). Formerly known as an
Education IRA, it allows post-tax contributions until the student is 18.
Earnings can be withdrawn tax-free for K-12 and college expenses, as long
as withdrawals don’t exceed qualified expenses. The annual investment
limit is low compared to other college savings vehicles ($2,000 per year in
2012), and upper-income families are limited or excluded.
529 College Saving Plan. A 529 Plan is an education savings plan
operated by a state or educational institution specifically designed to help
families set aside funds for future college costs. Contributions are post-tax
but withdrawals are tax-free if used for qualified educational expenses.
Annual investment limits are generous, allowing for substantial college
savings. Annual contributions are not limited for higher income families
by federal law but each state has an upper limit. If the funds are not used
for education, the parent or custodian maintains control of the account
and can use the funds for non-educational purposes but must pay ordinary
income tax plus a 10% penalty. Each state has different rules, fees, and
limitations for these accounts.
192

Chapter 11: Paying for College

529 Prepaid Tuition Plan. This is an account that allows contributors to
pre-pay the cost of college tuition, fees, and dormitory housing at today’s
prices. These accounts are operated by each state and the rules vary from
state to state. Most plans allow the owner to transfer the value of the plan to
colleges in other states but you should understand your state’s rules before
opening an account.
A tremendous amount of free information on these traditional savings
plans as well as calculators is available online to help you get a better
understanding of what your costs may be. Just by working through the
calculators, you will learn a lot about the various costs associated with
college educations today and opportunities that may be available to reduce
your costs along the way.
In addition to these vehicles people sometimes choose to use traditional
and Roth IRAs and life insurance policies as ways to save for qualified college expenses. All of these methods have requirements and costs associated
with them that should be reviewed with your financial advisor.

“OUTSIDE THE BOX” INNOVATIVE SYSTEMATIC
SAVINGS IDEAS
While it is never too early to start planning for your children’s college
educations, you may also want to “do it your way” and create a savings plan that is more unique to your specific situation. CPAs across the
country shared several unique and “out of the box” ways they or their
clients chose to build college funds for their children. Jeffrey Feder from
Milwaukee, Wisconsin, shares his unique strategy of combining saving
for college with teaching his children the importance of working, saving,
and doing well in school.

Skin in the Game
My story is more of a “big idea” that I came up with on how to fund
college educations for our three kids. Even though we wanted to
help fund their educations, we knew it would be better for them to
“earn the right,” by making good grades and working to earn their
college educations. The premise is that people appreciate things

(continued)
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more if they have a personal stake in it (skin in the game). I told my
kids that they could go to any college they wanted to, but they would
be responsible for paying for it.
The “big idea” was that I told my kids I would be willing to offer
matching funds equal to their own contribution to their college savings
from their part-time jobs—and my contribution would increase based
on the grade point average they could achieve and maintain in school.
I believed that having jobs as teenagers provides an important
opportunity to teach them financial responsibility. I also believed that
teaching them to save a portion of their earnings for college would
instill good savings habits. So I agreed to match 100% of the amount
they chose to save for college out of their earnings. And then I would
increase my match in proportion to their current GPA as outlined in the
graph below. For example, if one son earned $2000, and chose to save
$1000 of it for college, while maintaining a 4.0 grade point average, I
would add a total of $4000 to his $1000—thus depositing $5000 into
his 529 account. If however, he saved $1000 and had only a 3.0 grade
point average, I would add only $3000 to his $1000—and therefore
deposit $4000 into his 529 account.
Skin in the Game Numbers
Grade
Point

1,000

2,000

3,000

4,000

5,000

2.5

3,500

7,000

10,500

14,000

17,500

3.0

4,000

8,000

12,000

16,000

20,000

3.5

4,500

9,000

13,500

18,000

22,500

4.0

5,000

10,000

15,000

20,000

25,000

By using this matching funds idea we promoted and instilled three
desired behaviors: working, saving, and doing well in school. My big
idea may have provided the structure, but my kids chose to put their
skin in the game and today they are still working, saving, and doing
well in life.
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However, a funny thing happened one Christmas during this process, which shows that our kids can often outwit us at our own game.
My boys had diligently saved up $400 for an Xbox that they were
going to buy themselves during the after-Christmas sales. I had been
struggling with Christmas present ideas, so I ended up buying them
the Xbox for Christmas as a surprise. Realizing that they now had
extra money, the boys handed me their $400 on Christmas morning.
With big grins on their faces, they then asked me to match it and
deposit it into their 529 accounts. That Xbox ended up costing me
$2000, but it was well worth it!
Jeffrey A. Feder, CPA, CPIM
Retired Senior Partner, Baker Tilly Virchow Krause, LLP
Milwaukee, WI
When we think about college savings plans, we automatically think
of cash balances in the types of accounts listed earlier in this chapter. And
most of us assume that as parents we have 100% of the responsibility for
that savings plan. In this story Jeffrey has now expanded our thinking to
include the possibility of involving our children in the process of saving for
their college educations. This “skin in the game” plan may be very important given the increasing costs of tuition and even provide an important
alternative to taking on student loan debt.
Lisa Germano, a CPA from Virginia, may expand your thinking even
further by showing how another family chose to use real estate investments
as their vehicle of choice to save for their children’s future.

Saving for College With Rental Real Estate
Doreen and Micky had a unique idea about how to save for college for
their two boys. Micky was a stay-at-home-dad and very handy with anything around the house. Doreen had a high level management job which
required long hours. They relied on Doreen’s income to pay the bills.
Doreen and Micky decided that they would invest in a rental property
when each of their boys was born as a way of saving for their college

(continued)
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educations. The goal would be to have the house fully paid for by the
time the boys went to college. The cash flow could be used to pay for
their college education and in the event more money was needed, they
could borrow against the home’s equity.
Each boy was therefore given a “loan” at birth. This loan was used
to buy the house with minimal cash investment by Micky and Doreen.
These loan payments were paid out of the rent received from the tenants. Micky did all the renovations to get the house ready for renting
and handled the on-going repairs and maintenance. The rental income
was more than sufficient to cover both the debt service for the loan
amount as well as the ongoing repairs and maintenance costs.
Ultimately, the plan was that these homes could also be starter
homes for the boys after their college graduations. Not only would
the homes fund their college educations they would also provide a
nest egg for them to begin their lives after graduation. They could
then choose to (1) live in the houses with no mortgage payment to
make, (2) sell the houses, invest the proceeds and move elsewhere or,
(3) continue to own the houses as assets and earn monthly income by
continuing to rent them.
Micky has great pride in knowing that even as a stay-at-home dad
he was able to fund his kids’ college educations. In this case, his
sweat equity and talent in building and maintaining an asset lent
itself (pun intended) to an investment in his sons’ future that paid off
in several ways.
Lesson: A penny saved is a penny earned. By understanding the
benefits of real estate investing, Micky and Doreen were able to create a
savings plan using real estate that allowed Micky to be a stay-at-home
dad, while simultaneously building an investment asset that would
provide for their kids’ college educations and provide them with nesteggs for their futures.
Lisa Germano, CPA, JD, CGMA
Actuarial Benefits & Design Company
Midlothian, VA

196

Chapter 11: Paying for College

SCHOLARSHIPS AND GRANTS
Sometimes all the savings initiatives in the world, whether traditional or
creative, cannot prepare you for a downturn in the economy, or an unexpected financial loss. You may find yourself short of the amount needed to
adequately fund your child’s education. Do not hesitate to seek out financial
aid. There may be more options available to help you than you realize. In
fact, many lower and middle income families miss out on available aid
because they mistakenly think that their income is too high to qualify for
assistance and simply don’t apply.
Or you may have the honor and pleasure of finding out that, because
your child has excelled in school and/or sports, he or she is now qualified
for scholarships or grants that may reduce the costs of his or her college
tuition. This is cause for celebration!
There are so many ways to receive financial aid that you should spend
the time familiarizing yourself with as many of them as possible. There is
aid in the form of scholarships and grants (which you do not have to repay),
loans (which you do have to repay), and work-study programs, which allow
students to “earn while they learn.” Financial aid can come directly from the
federal or state government, from the college or university, or from community organizations. First let’s discuss the topic of scholarships.

Scholarships
In planning for your children’s college educations it is vitally important to
educate yourself about scholarship opportunities that may allow your children
to receive reduced tuition to the schools of their choice. College scholarships
can range from a few hundred dollars to “full ride” scholarships that pay all
college expenses. But the best thing about them is that they are direct reductions in your college expenses that do not have to be repaid!
There are countless ways to qualify for and earn scholarships. Having good grades in high school, excelling in a particular sport or talent,
demonstrating leadership and service to your community all provide
unique opportunities for scholarships. Scholarships can be provided
directly from colleges and universities as well as from the corporate and
philanthropic community.
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There are several free online search sites that can match your child’s
information with available scholarships. This should give you a great start
in knowing how to proceed. A note of warning, however—be very careful
of companies wanting to charge a fee for this service.

Grants
In addition to scholarships your child may also be qualified to receive a
grant directly from the Federal or State Government. Start by filling out
the FAFSA, or Free Application for Federal Student Aid. Some of the
information that is requested will include your income, what type of aid
you are interested in (select everything at first), and what school your child
is planning to attend. Filling out the FAFSA is the most important first step
you can take to see if you qualify for need-based money to pay for college.
The vast majority of students who fill out the FAFSA are eligible for some
sort of federal financial aid. You wouldn’t want to miss this opportunity.
The process will need to be completed for each year your child is in school.
• The most common federal grant is the Federal Pell Grant designed
to provide financially disadvantaged undergraduate students with
financial assistance. The maximum award for the 2011-2012 school
year is $5,550 and the amount you will receive depends on your
need, your expected family contribution, and your student status.
• The Federal Supplemental Education Opportunity Grant program
(FSEOG) is a type of government grant awarded only to students
with the most need. Not all colleges will participate in this program.
• Federally-funded work-study programs provide financially needy students with on-campus job opportunities, where students earn money
toward their college expenses. They can “earn while they learn.”
• The military Montgomery G.I. Bill is for students who have served
in the military. They may qualify for a certain amount of federal
funding for a college education or vocational and technical training.
• Merit-based grants are sometimes available based on academic
performance, and are typically state-based.

198

Chapter 11: Paying for College

WHEN YOU STILL NEED A LOAN
Even after diligently building a savings plan, and researching opportunities for scholarships and grants, you may still find yourself needing help
in funding your child’s education. About two thirds of students graduating
with four-year degrees recently did so with loans hanging over their heads,
and their average bill comes in at a whopping $23,186, according to FinAid.
org. There are loans specifically designed to help with education costs
offered by the federal government and private financial institutions. It is
generally advisable to seek federal loans before any private sector loans, as
they typically have lower interest rates, lower fees, and better re-payment
terms than most private loans—and they are guaranteed by the government.

Federal Education Loans
The federal government offers several types of college loans which it
partially guarantees.
Perkins Student Loans
• A subsidized loan for students with exceptional financial need.
• Interest charges incurred during school are paid by the government.
• Payback begins nine months after graduation.
• Maximum loan amount is $5,500 per year (2012).
• Payback period is 10 years (may be based on income).
Federal Stafford Loans—Subsidized
• Financial need test required but not as stringent as Perkins.
• Interest charges incurred during school paid by government.
• Payback begins six months after graduation.
• Maximum loan amount varies by year of education.
• Payback period is 10 years (may be based on income).
Federal Stafford Loans—Unsubsidized
• No financial needs test.
• Interest charges incurred during school added to original loan amount.
• Payback begins six months after graduation.
• Maximum loan varies by school year and whether parents have a
PLUS loan.
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• Payback period is 10 Years (may be based on income).
Parents Loan for Undergraduate Students (PLUS)
• Parents must submit financial information and sign promissory note.
• Maximum amount dependent on parent’s financial condition and
student need.
• Repayment begins 60 days after funds are disbursed.

Private Borrowing
Private education loans are offered by private lenders, such as banks and
credit unions. Loan limits and interest rates are usually higher than for
federal loans. Personal loans, such as loans using a home or other real estate
as collateral, may also be used. These loans may make sense if financial aid
and other resources don’t cover all college expenses.
No matter what type of loan you consider, it is important to look at the
overall big picture. What amount will you need to borrow to cover all four
years of education? How many children do you have? This is where the
assistance of a financial advisor may prove priceless as you chart the course
into using debt to pay for your children’s education.
There has been a lot of press coverage about college loans in the news
recently. FinAid.org reports that about two thirds of students graduating
with four-year degrees recently did so with loans hanging over their heads,
and their average bill came in at a whopping $23,186. In addition the
default rates on student loans have been climbing at alarming rates—many
recent graduates are finding themselves laden with student loan debt but
unable to find employment in their given fields. This highlights an even
greater importance of truly understanding the impact that student loans
will have on your and your child’s futures. In the following story, Thomas
DiLorenzo from Secaucus, New Jersey, shares the importance of including
your children throughout the loan process as well as having them understand the future burden they will bear from those loans.
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The Student Becomes the Teacher
Typically, the conversation on how to fund a student’s college education starts with the parent and ends with the children. When I am
working with parents regarding how to best finance their children’s
education, the discussion tends to center around student loans.
Despite being called “student” loans, many students are rarely
involved in the loan process. This is a conversation that parents
should really be having with their children as they start to explore
which colleges they are interested in attending.
While no parent wants their children to have to worry about how
they are going to pay for their college educations, the steady rise in the
cost of education makes it important—perhaps even unavoidable—to
have a conversation as to how their student loans will be repaid after
they receive their diplomas. More often than not the new graduates
are caught by surprise by this “not-so-nice” graduation gift. Possibly
before they even land jobs, they have an unexpected monthly payment
from their friendly financial institution which has now become their
not-so-friendly creditor.
Here are a few talking points I suggest parents raise with their
children when discussing financing their education:
Lay the Foundation. It is not always easy to get your kids to set
aside some time for you, but try sending them a text message, Facebook message, etc., to set up an appointment so you can explain
how loans work. Many kids hear the term “student loan” and they
think it’s free money. Giving them a basic understanding—explaining to them loan payments begin when they are done with school—
is the critical first step in preparing them. This way they are not
caught by surprise when they finish their college journey.
Set parameters. Establish who is going to be making the loan
payments and when. A number of parents I work with have effectively extended the grace period on the loan by agreeing to make
the children’s payments for the first six months before passing the

(continued)
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responsibility on. Setting these parameters up-front gets parents
and children on the same page as to what is going to happen after
graduation.
Discuss alternatives. Once the foundation and parameters have
been set, it is easier for parents to have a real conversation surrounding alternatives such as:

• Which school makes the most sense to attend (private
vs. public)?
• Are there any work-study programs that can help reduce
the cost of tuition?
• Should I attend a school closer to home so we can
eliminate room and board costs?
From speaking with some of the parents I work with I have found
that if they try and discuss the alternatives without first laying the
foundation and setting the parameters, their kids just think they are
being annoying.
But it doesn’t have to be this way. By having an upfront conversation
like this, parents can better help their college-bound children manage
their financial obligations once they graduate. Hopefully, in time, your
children can share their gratitude by passing along your wisdom to
your grandchildren.
Thomas DiLorenzo, CFP®
Ernst & Young LLP
Secaucus, NJ

IN SUMMARY
As college costs continue to rise and our economy continues its roller
coaster ride of uncertainty, planning for and adequately saving for your
children’s education may be daunting. Hopefully some of the stories in this
chapter have triggered ideas that you can employ in your own life. Instead
of focusing on how much (or how little) you have saved for college and
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how you are going to fund the rest of it, think about how you can research
scholarships and grants or utilize assets that may currently be available to
you. Think about the example of how one family used real estate investments and another had their teenage children help save from their part-time
job earnings. And as Thomas DiLorenzo so eloquently pointed out, start
now to prepare your children for what lies ahead once they graduate from
college. Open communication with your children on how their education
will be financed takes the element of surprise out of the issue later, and
enables them to be prepared for what they will face once they move on to
the next phase of their lives.
Going to College is not the only new experience your child will face.
The next chapter, “A First for Everything” shares stories about several different new experiences that your child will face. From the first cell phone,
to the first apartment and first home, the roller coaster of life’s first experiences can be tamed by the advice shared by our experts.
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“The difference between school and life? In school, you’re
taught a lesson and then given a test. In life, you’re given a
test that teaches you a lesson.”
- Tom Bodett

“Leaving home in a sense involves a kind of second birth in
which we give birth to ourselves.”
- Robert Neelly Bellah

Save Wisely, Spend Happily

W

e all face various financial turning points in our lives, from opening our
first bank account to buying our first cell phone and our first car. Then these
turning points combine with the “moving” parts of our lives, from finding our
first apartment to buying our first house to getting married.
These stories may make you smile as your remember your own “firsts”
along the way—or they may give you valuable ideas that will help you guide
your own children as they face these various turning points in their lives.

FIRST CELL PHONE
Leslie Rezgui of Colorado Springs, Colorado, shares her own dilemma
about giving her son his first cell phone. Many of us may still remember life
before cell phones, but the world has changed very quickly and very young
children are now carrying the latest in communication devices. When is the
right time for a child to have a cell phone of his or her own?

The Case of the Cell Phone
In the third grade, my son desperately wanted his own cell phone.
“Even kindergartners at school have their own cell phones!” he
whined. We discussed the pros and cons and I let him know that at the
end of fifth grade (an eternity for him), we would consider letting him
have his own cell phone but he would have to pay the monthly fee.
The fifth grade came and was over in a flash, and for his elementary
school graduation we bought him his first cell phone. With a $10
monthly fee for the line, his pro-rata share of the family unlimited text
messaging plan, taxes, and fees, he paid $25 per month, using money
he earned through his allowance and doing additional jobs around the
house or in the yard. In the sixth grade, he also got a job working in
the school cafeteria. He knew if he were to lose or break his phone, he
would have to buy a new one himself.
He has never lost his phone.
He is now 13, and was recently eligible for a phone upgrade. He
desperately wanted a smart phone, and I cringed at the idea of the $25
data plan in addition to his other monthly charges. Should a 13 year
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old kid really pay $50 a month for a cell phone? However, I believe
that kids learn responsibility—financial and other—by making certain
decisions on their own, even if we don’t necessarily agree with them.
The smart phone was extremely important to him, and he was willing
to commit to paying the additional fee. He knew he would have to do
additional chores to make money and forego other spending. He also
knew that he had a limit on data usage, and if he went over this limit, he
would have to pay the exorbitant rate for any overage.
He has never gone over his data usage limit, and checks it regularly
to make sure he is not even close.
Recently we opened a checking account for him. He has a debit card
and checkbook, and keeps all of his receipts so he can record them in
his check register and balance his checkbook each week. I give him a
check for his allowance, which he takes to the bank, fills out the deposit
slip, and deposits into his account. Each month I give him a bill for his
cell phone, and he writes me a check.
The cell phone has been a great financial learning tool in our family, teaching our son to make choices and be responsible with money.
Children need to learn how to make money decisions—and even make
mistakes—when they are young, rather than learning it later on when
the stakes are much higher.
Leslie Rezgui, CPA
The Spectranetics Corporation
Colorado Springs, CO

FIRST CHECKING ACCOUNT
Many parents feel that they have “ATM” tattooed across their foreheads
and may benefit from reading the next story from a father who realized how
stilted a child’s view becomes when all he or she sees is the money machine
spitting out cash.
John McWilliams, a CPA from San Francisco, California, shares how
opening the first bank account for his son made him realize how important
it is to teach our children about money and where it comes from—and he
didn’t mean the ATM.
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Check Go In—Money Come Out
One of the most important accidental financial literacy learning moments that I had with my oldest son was when we opened his first
checking account. He occasionally received checks from relatives for
birthday and holiday gifts. At first we cashed the checks and gave him
the cash to spend. This was simple enough but usually resulted in the
immediate spending of the cash to buy the immediate “needs” of a
young adolescent.
One year his “need” was so large it required use of both the birthday
and holiday gifts, so he needed to save up for it. We went to the bank
and opened a joint checking account with father and son listed on the
account. Part of the package was an ATM card. The first time my son
used the card he seemed puzzled. The card was magic. You put in the
card, did the necessary entries, and out came money. Our family had
been calling these machines “money machines” without thinking of the
confusion this creates for children. As we were walking home, my son’s
confusion unfolded. The questions revealed the deception that the ease
of access to cash presents to the new user. Does the machine make the
money it gives you? If it doesn’t make the money, where does the money
come from? Can I use the machine anytime that I want? Since I can get
money anytime that I want does this mean I’m rich? How do I know
how much I can take out?
With my answers to these questions percolating, just before we
reached home, the words of the new bank account holder spoke an
important truth better that I could have said it. Seeking clarity he summarized his new bank account with the limits that we all face but many
frequently forget: “check go in—money come out.” I can’t think of a
better summary of the limit on financial consumption. From this beginning, with the benefit of a joint account to observe behavior, the appropriate use of credit cards, and the importance of saving were gradually
understood. The world of money can be complex to the uninformed but
simple lessons taught early can lead to greater understanding.
John McWilliams, CPA, JD
Professor, Golden Gate University
San Francisco, CA
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FIRST CAR
Most likely you can probably remember your very first car. The excitement
of independence and the freedom of going where you want to, when you
want to. And then the sobering reality that there are strings attached.
Sarah E. Smith, a CPA from Norman, Oklahoma, highlights some of
the restrictions and stipulations her parents attached to her very first car.
She looks back on them as beneficial but it makes you wonder how she felt
about them at 16.

You Can Have a Car…But…
As a 15-year old learns to drive, approaches the driving test, and
gears up for their big 16th birthday, they are nothing but excited.
I believe too much focus is being put on the car and party and the
parents’ new found freedom instead of emphasizing the impact of
this new responsibility on the child.
When I was turning 16, I went to driving school, and I was fully
expecting to receive a car upon turning 16. On my birthday, my parents
did give me a car; however, there were several stipulations:
1. I would be getting the car my mother was currently driving.
2. I would not get that car until my mother found a new car
for herself.
3. I would be responsible for sharing my mother’s car with her until
that time. We worked out a schedule where I took her to work a few
days a week and the other days she had the car.
4. Should I be in a wreck, I would not get another car from my
parents and I would have to pay the insurance differential.
5. My parents would pay for my gas for necessary trips: to school, to
tennis practice, to pick up my sister, etc. I was responsible for other
gas expenses. Therefore, I had to track my mileage, figure out the
gas rate per gallon, and report that to my father who would then
deposit that amount into my account.
Now, I know what you are thinking: Her parents were harsh! But were
they? All of this was communicated in a fun and easy way. My dad

(continued)
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actually made a framed certificate celebrating the fact that I had turned
16 and was being given a car, eventually. I believe my parents had my
best and long-term interest in mind when planning these ground rules.
Sarah E. Smith, CPA
Norman, OK

Clar Rosso of San Mateo, California, shares her own experience of
buying her first car and then brings her team of experts together to formulate the top 10 things you should do or not do when buying a car. And the
countdown begins.

17¢, No Credit, No Co-signer: Tale of a First-time
Car Buyer
In 1990, desperately hoping to get to the Oakland A’s game before
the first pitch, some maniac slammed into a car behind me and the
chain reaction hit my car. The damage appeared to be minor. However, bumper damage is only minor if your car is worth more than
repair costs, so insurance cut me a check for $1,100. Lucky me, I
now had $1,100.17 in my checking account until payday at my twomonth-old first grownup job.
Being forced to look for a car in 1990 meant I had no internet to
harness the power of CarMax, or Kelly Blue Book, to assess how different car models held their values, or to compare features, so I turned
to my oldest brother, Paul, who had been a car aficionado since birth,
for help.
Then my Dad reminded me that it wasn’t just the price of the car to
consider, but also car insurance, maintenance (I’d learn to change oil),
sales tax, registration, and so on. I made some estimates and figured
with a 5-year car loan, a tight budget allowing no lunches out, and no
more than $20 per week for groceries, I would be able to swing it if I
kept my car cost to about $10,000.
Dad added one additional bit of advice—Always be ready to say no
and walk away.
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I found a bottom of the line model of the car I wanted in Oakland for
$9,600. In I went.
They tried the upsell: Stereo package? No. Pin striping? No. Choose
your color? No. Better wheel covers? No. Nicer seats? No. A sunroof?
No. AC? Oh, they got me there. I knew I didn’t need the AC, but I
wanted it and caved—$900 more.
I called my folks and asked them to co-sign on my loan. They said No.
My pride wounded—I cash-advanced a down payment on my credit
card so I could get a reasonable loan rate—bad idea.
What I should have done was work with my credit union on financing—in advance—instead of opting for the dealer financing. I never did
the cash advance thing ($1,000) again. And I have successfully navigated the purchase of four other cars—new and used—but still always
leave a car sales lot wondering if I got fleeced. So while I have learned
a lot through all these purchases, I thought it best to ask the members
of CalCPA’s Financial Literacy Committee their advice, and here’s our
Top 10 Things to Consider When Buying Your First Car:
10. Get over the cool factor, now. Your actions tell the world far more
about you than your car, so buy what you can afford.
9. Before you even look at a car, figure out what you can afford. Don’t
forget to factor in all costs—maintenance, insurance, registration,
sales tax, etc.
8. Do your research, compare models, and determine your best value
based first on what you need, and then, if you can afford it, maybe
a thing or two you want.
7. Get financing in advance. You’ll likely get a better rate and terms.
Look at banks and credit unions.
6. Determine if you have access to pre-negotiated rates. Then, make
sure they are better than what you can find on your own.
5. Shop around for the best price. Dealers will compete against each
other for your business. When buying my most recent car, I had no
fewer than three calls when I was at a dealer from another dealer
trying to lure me away.

(continued)
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4. Consider a used car checked out by a mechanic—my husband and
I have owned two used cars, one we’ve now had for 12 years, best
car we ever bought.
3. Resist the upsell.
2. Don’t be afraid to walk away from the negotiations if you are
not comfortable with the terms being offered. Remember there is
always another dealership, another deal and, of course, another
car.
1. Repeat Steps 10-2.

Clar Rosso, CPA
COO, California Society of CPAs and CalCPA Education Foundation
San Mateo, CA
The following individuals contributed their collective wisdom to the tips
presented here: Chandni Jalan, CPA; Laura M. Cullen, CPA;
Michael M. Eisenberg, CPA; Kathy Hansen; Bruce Kajiwara, CPA;
Ruoyu Loughry, CPA; Wade Lovell, CPA;
Andrew Newman, CPA; Robin Patino, CPA; Rob Seltzer, CPA.
Jimmy L. Williamson, a CPA from Albertville, Alabama, shares some
great insights about how to determine the best price for your new car. He
also stresses the importance of remembering that you should be in the
driver’s seat and control the negotiations throughout the process.

What You Need to Know When Buying Your First
New or Used Car
When I went to buy my first new car, I did my homework and researched each car I was considering for purchase. I wanted to know
what the dealer’s cost of the vehicle was and what kind of manufacturer incentives the dealer had access to (dealers don’t always want
to share this information because it is part of their hidden profit
margins). I also wanted to know what the manufacturer’s hold back
on each car was, which varies depending on the model and price of
the car and is another part of their hidden profit margins. Of course,
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dealers need to make a profit when they sell a car but the profit
should be fair and reasonable, not excessive.
I looked for vehicles with rebates from the manufacturer, which could
range from $500 to $5,000 depending on the vehicle and the manufacturer. In addition, there were cars that had special financing available
with interest rates as low as zero percent (0%) over 36 to 60 months.
The reliability of the car I was looking to buy was extremely important because I wanted the annual maintenance and operating cost to be
among the very best as rated by Consumer Reports.
When dealing with car dealers and their sales staff, I go in knowing
what I want to pay for the car and I make them an offer rather than
allowing them to make me an offer. When I do this it puts me more in
control of the negotiating and haggling process. Another very important part of buying a car is not to buy based on the monthly payment
but rather what the car will cost you in total dollars after factoring in
all the various incentives.
When you buy a new car versus a used car, there is more at risk. You
are spending a lot more money on an investment that must last you
longer. Ask yourself, what will the car be worth in seven years?
Whenever you buy a new car, you lose money as soon as you drive
it off the lot; the car has lost a lot of value, usually by thousands of
dollars. It is, in the blink of an eye, a used car.
Educating yourself on the essential information before you decide to
buy will help you make the best decision for you and your family.
Jimmy L. Williamson, CPA
MDA Professional Group, P.C.
Albertville, AL

MOVING OUT
There is no greater “first” than the first time you move out of your family
home. It represents a true step into independence. Sometimes the emotion
and excitement of moving out overshadows the common sense you need to
make sure you can afford your new life of independence.
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Kathleen Howe-Hrach, a CPA from LaGrange Park, Illinois, shares
a story of her boomerang daughter who found it necessary to move back
home after college. It was sobering when she realized that she needed to
understand true budgeting before launching into the post-college, truly
independent real world.

First Apartment
As baby boomers we look forward to and plan for our children to go
to college. I remember when my daughter was graduating from high
school. I reminded her that she was going to school to learn and not to
“party.” Her response was “I can’t wait to get away from you guys.”
Today’s reality is that more and more of young people are moving
back home after graduation. After my daughter’s graduation in May,
2011, she moved back into the house with the caveat that she would
be moving out very soon. We informed her that she would need a
job first because we were not willing to be on the hook to pay for an
apartment. She had graduated and was now responsible for her own
living expenses.
One evening we had a disagreement and she informed us she was
looking at an apartment the following day with two friends and that she
would be signing a lease at that time. After all of our tempers cooled
down we discussed the apartment and told her she should make sure she
moved out for all the right reasons. She didn’t understand what I meant
so I explained:
First you need to prepare a budget—start by knowing what your take
home pay will actually be.
What kind of living expenses besides rent and food will you have?
My daughter would not need a car because the apartment was close
to where her new job was, so that eliminated the need for auto insurance, gas, maintenance, etc. on a vehicle, but that still left other
expenses like utilities, food, recreation, etc. I also advised her that
living from paycheck to paycheck was not a wise move and that she
would be better prepared to move out after she had a bit of a savings
cushion for emergencies.
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All she knew was she wanted to get away from living under our
roof and to get her own place—which was an emotional and illogical
decision.
Well, long story short, both of her potential roommates rethought
whether they could afford an apartment at this time and decided they
were not ready to move out. I’m glad to have her home for a little while
longer, although I know she will want to go soon, but hopefully for the
right reasons. Once she made the effort and wrote down all the money
she has coming in and going out, she is now better prepared to make a
more logical decision.
Kathleen Howe-Hrach, CPA/PFS, CFP®
VP, Credit Suisse Securities (USA) LLC
LaGrange Park, IL
Kathleen’s daughter is not alone. Most young people do not understand
all of the expenses involved in moving into an apartment and living on your
own. Thomas McNabola, a CPA from Fair Lawn, New Jersey, shares a
great process for reviewing your income and expenses to determine if you
can afford to make the move. He also includes some very practical considerations, more than just the money, that are equally important to consider.

How Much Can You Afford?
There is no magic formula to determine the rent you can afford. As a
benchmark, the U.S. Department of Housing and Urban Development
recommends spending no more than 30 percent of your gross (pre-tax)
household income on housing and utilities. In large cities that figure
may easily reach 40 percent due to the higher cost of living.
After the rent, you need to consider your basics, including food,
transportation (car payments, repairs, fuel), insurance (health, car) as
well as clothing, commuting, and entertainment. Don’t forget to budget
for credit card and school loan payments in the mix. Plus, you may
want to budget a few hundred dollars for a renter’s insurance policy to
protect your valuables.

(continued)
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And then there are preparation and moving costs. While friends and
family may be able to help you move your personal belongings, renting
a truck may be needed for big items. Look for hand me down gifts from
family for your furnishings, including kitchen items and basic furnishings. Otherwise, you may be living at home for a long while to save
enough money to buy all new home furnishings.
Shopping Considerations
With your budget expectations in check, let the apartment search
begin. Unlike owning a home or condo, renting requires only a short
commitment. Some private home owners, in fact, will rent month to
month. While this is a wonderful short-term solution, no contract
means you may be forced to move or pay more at the whim of the
owner. Leasing, on the other hand, usually requires at least a oneyear commitment. Every state has laws that protect renter’s rights.
It might be worth an Internet search to learn what your state does to
protect you from predatory landlords.
Be practical in your search. From a financial viewpoint, consider
each place you see in terms of convenience, affordability, safety, and
space utilization.
Is the location convenient to your work, your family, and your
friends? Chances are you will need to find a compromise between
them all. Being close to work will save commuting costs, reduce
traffic stress, and give you more time after work, making your first
place an easier transition.
As for affordability—it starts with understanding your contract with
the landlord. Read your lease agreement very carefully before signing,
and understand the ramifications of all terms. You may want to have a
parent, friend, or attorney review the document, too. If you see something you don’t like, discuss it. Many landlords use standard documents.
Just because it is in the agreement doesn’t mean you can’t negotiate an
adjustment in the terms with your landlord. Leases contain standard
language, some required by state or federal law. By the way, don’t
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forget to check if pets are permitted. Ignore that rule and you may find
yourself evicted without notice.
Finding an affordable space is important, but don’t let budget override your safety. A dangerous location or dangerous commute is rarely
worth the savings in rent. Real estate agents or brokers can be a
tremendous asset to the renting process, particularly when you are in
unfamiliar territory. Real estate agents are great resources for neighborhood statistics and available service providers, too.
Finally, consider your space utilization needs. This may be a matter
demanding a bit of creativity. Can the bedroom fit the bed you own? Is
there safe nearby parking? Are bus or train transfers close by? Is there
storage for bikes and other equipment? Are there laundry facilities?
How close is the nearest food store? Are all the kitchen appliances
intact, clean, and functional? If appliances are old or broken, is the
landlord willing to replace? If floor coverings are damaged, smelly, or
dirty, can they be cleaned or replaced before move-in?
Once you find a place you want, don’t be surprised if you are asked to
complete an application as if you are applying for a job. And they may
ask for references as well as credit worthiness.
Your first apartment is a big step. With a bit of homework, an ounce or
two of sweat equity, and a simple budget, you can be confident that your
first apartment will be a fun, safe, and comfortable place to call home.
Can’t afford a rental on your own? Consider teaming up with a
friend or family member to share rent. If you do, be certain to
choose your co-renter carefully so you don’t get stuck once a
contract is signed. You may want to consider providing separate
deposits to the landlord, or even paying rent separately, if possible.
Exit clauses that permit you to replace yourself or your co-tenant,
or terminate without penalty if you cannot replace them, may be
very helpful to you down the road.

Thomas McNabola, CPA
The Hunter Group CPA LLC
Fair Lawn, NJ
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FIRST HOME
To own a home has long been considered the American Dream. But the
move from renter to homeowner can be quite startling for you if you don’t
have the right guidance along the way.
Craig Steinhoff, a CPA from Boardman, Ohio, shares his entertaining
story about trying to combine house hunting and dating. He learned more
than one lesson in the process.

House Hunting as a First Date
“I’ve been on some impressive dates, but this is ridiculous!” said
Joelle. “I can’t believe you’re honestly taking me on a date to
look at houses.”
Neither could I. I didn’t know what had gotten into me. I knew that
I was ready to get my own place (fraternity brothers as roommates
wasn’t exactly luxury living) and something about taking a girl on a
‘house hunting’ date seemed cool. Unfortunately, the date was going
so well that I was caught up in the moment and before I knew it, I was
signing a contract at my real estate broker’s office.
I was going to be a CPA. I wasn’t supposed to be the one making
dumb money decisions, right? Well, I did. I did all of the things you
weren’t supposed to do when buying a house.
Rule #1. Never make your decision purely on feelings.
Boy, did I break this rule! I took a girl out on a date and I ended up
buying a house. You think there were any feelings that overtook common sense? I was picturing my family in this house. I fell in love with
this house. I believe I even uttered the words, “I have to have it!”
Rule #2. Location, location, location.
Ever heard this? I had too. Unfortunately, I didn’t follow it. I didn’t
bother to realize that the house was on one of the busiest streets in
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town. It wasn’t on a main street but it was on one of the main cut-thru
streets. I rationalized it by saying that the kids and dog would always
play in the fenced-in backyard anyway.
Rule #3. Never offer the asking price.
I really broke this rule. I made an offer of $154,000 on a house that
was on the market for $150,000. My real estate agent talked me into
going above the asking price because the sellers were supposedly
thinking about accepting another offer. Was that true? I didn’t know
and I didn’t care.

I understand some real estate markets may be different and in some
markets there are multiple offers made the same day a house is put up
for sale. However, for a majority of people in the market to buy a house,
the “never offer the asking price” rule is a good one to follow.
A few fortunate things did happen after my ‘bad buy’ on this house.
First the girl on that date, Joelle, and I actually did fall in love and
ended up getting married. She is the love of my life and we now have
two beautiful daughters and occasionally laugh when we reminisce
about that date.
And, I was able to sell the house. However, I’m pretty certain the
couple that bought the house from me followed the proper house buying
rules. I know this because I still cringe at the amount of the check I had
to bring to closing.
My family and I have since moved twice. With each subsequent home
purchase, I’ve realized the importance of following the three rules
mentioned above. Will I make dumb decisions with my money again?
Absolutely! Will I do it when buying another house? Absolutely not! I’ve
learned the hard way and, hopefully, you don’t have to.
Craig Steinhoff, CPA.CITP
Hill, Barth & King LLC
Boardman, OH
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While Craig’s story shares very important lessons in finding the right
house at the right price, it is equally important to understand how best to pay
for the house once you find it. From down-payment to monthly mortgage,
interest and insurance payments, and monthly maintenance expenses, you
need to employ your newly developed budgeting skills to help you plan for
having the resources available when you find your new home. Lucy Ellis, a
CPA from Menlo Park, California, shares how she dedicated herself to reducing her discretionary spending in anticipation of buying her first home.

Stretching to Pay for My First Home
Asking my parents for financial help was not appropriate. They had
resources, but they also had many years of retirement to finance.
My parents invested in me by paying for my education (through two
master’s degrees). In return for their investment, I wanted them to
see that they had nurtured an independent and successful daughter.
Being single, if I wanted to own a home, I needed to make it happen
on my own.
I live in a very expensive region, the San Francisco Bay Area, so
after raising enough money for the down payment, I had to learn to live
within my means given my commitment to a 30-year mortgage. But I
was a CPA working as a financial professional—it would be humiliating
if I couldn’t figure it out. Achieving my goal of home ownership would
take time, sacrifice, discipline, and compromise. I also needed a plan.
Down Payment
The goal was to save $50,000, which required sacrifice and time.
The plan was to SAVE, SAVE, SAVE (or cut down on spending).
At the time, I was an internal auditor for a high-tech manufacturer. I
sought an international assignment as a cost accounting supervisor in
the Puerto Rico manufacturing operation. In addition to paying for the
move, my company paid cash relocation allowances (net $5,000 each,
coming and going), and I would be earning my professional salary
while living in a lower cost area.
Many parts of the move were hard and lonely, but it was a good
plan. I paid a modest monthly rent for a nice house overlooking the
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ocean. I did not eat at expensive restaurants and I did not buy professional clothing. Since shopping was a challenge (stores only stayed
open after 5 PM on Thursdays), I read a lot and worked out regularly.
I had the benefit of cheap vacations by exploring various neighboring
Caribbean Islands.
I achieved my savings goal after two years, and I returned to the
Bay Area in 1990.
Live Within My Means
The goal was that my net income would cover discretionary spending (food, clothing, entertainment), on-going financial commitments
(mortgage, homeowners fees, property taxes, insurance, utilities),
and savings (retirement, car replacement, emergencies). The only
acceptable on-going debt was my mortgage. This would take discipline and compromise. The plan was to know my discretionary
spending limit, and not to exceed it.
As my salary increased, I did not increase discretionary spending until
I was able to max-out my annual 401(k) contribution and had other
emergency savings in place.
To manage my discretionary spending, I do the following:

• Pay off credit cards every month
• Own a car at least 10 years before replacing it
• Opt for reliability, fuel efficiency, and resale value when
buying a car
• Eat at home, and save good restaurants for events
and celebrations
• Never set my heating thermostat above 70 degrees
• Opt for cheap entertainment like free performances, playing
games, hiking, camping, movie matinees, and community college
or adult education classes
• Before buying, research purchases (all greater than $200 and
many under)
• Think before I buy, and then take good care of my purchases
• Avoid paying a premium for brand names, and seek value in
(continued)
generic products
221

Save Wisely, Spend Happily

(continued)

• Avoid shopping malls and (when necessary) take advantage of
seasonal sales, outlet centers, and “big box” stores
• Do Christmas shopping throughout the year (complete
by October) so that nothing is purchased under pressure
(Alternatively, I know some people who successfully do all
of their Christmas shopping on black Friday. This requires
planning, sacrificing sleep, and a killer shopping instinct.)

Lucy Ellis, CPA
William and Flora Hewlett Foundation
Menlo Park, CA
In contrast to Lucy, Elise Macy Szalay, a CPA from Portland, Oregon,
and her husband quickly realized they didn’t have the financial resources to
buy a home in the neighborhood they wanted—but they didn’t want to wait
until they could save enough money. Instead they chose to buy a fixer-upper
in their favorite neighborhood and invest their “sweat equity” to make it the
home they dreamed of. While not the easiest plan, it is a great opportunity
to take something old and transform it into something new, and have fun
along the way.

The Fixer Upper
When my husband and I decided to purchase our first “real” house
(which in our minds meant a single-family detached home preferably with a white picket fence), we soon discovered the difference
between the price of this perfect house and how much money we
could spend each month on our mortgage. We found ourselves saying things like, “Ah hah! Here is the perfect house! Are you sure
your parents didn’t set up a trust fund for you as a child?” and “I
finally found a house we can afford in a decent neighborhood. It’s a
shame it doesn’t have a roof.”
We soon realized that the house we wanted did not exist on our budget. We could either get a house out in suburbia that included a HUGE
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commute into downtown for our jobs, or we could buy a house near
downtown that barely included walls. We chose the latter.
Many people would have shied away from our choice; not only
because of the headaches and frustration that accompany major home
renovations, but also because of the cost. Most couples buying their first
house barely have enough for a down payment. There were three main
reasons we decided to go with our fixer-upper: (1) the short commute,
(2) willingness and ability to build sweat-equity, and (3) the Federal
Housing Administration 203(k) mortgage loan.
We had never heard of a 203(k) loan until our real estate agent
suggested that the types of houses we were looking at might qualify.
In a nutshell, the 203(k) loan bundles together the purchase price of
the house and some renovation costs into one mortgage loan. It can
be a very good option to finance the expense of gutting and refurbishing a home.
That being said, I do not recommend this path of home ownership to
the faint of heart. There are various hoops to jump through to be approved. Also, when it came time to close the deal we found that, like us,
most people in the real estate industry had never heard of a 203(k) loan,
making it much more difficult to close than a traditional mortgage. We
almost lost the house and our loan at different times during the process.
But if you find a run-down old house in the perfect neighborhood, and
you fall in love with your vision of what that house will be after you restore it to its former glory, dig your heels in and prepare yourself for the
paperwork, the planning, the emails, the phone calls, and the construction work taking twice as long as the contractors tell you. And after the
construction dust has settled and you’ve cleaned it off your floor for the
last time, you can look around your new (old) home and know that you
made it possible for the house to shine again. And you created a great
place to live where one had not been for a long time.
Elise Macy Szalay, CPA
Portland, OR
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YOUR WEDDING
Your wedding may be the most expensive party you will ever give. It is a
time of celebration and exciting new beginnings. A careful plan and realistic
budget will help you enjoy the memories of your special day for years to
come. No plan and out-of control spending can quickly turn your fairytale
wedding into a nightmare of debt.
Marissa Lynn Graves, a CPA from Phoenix, Arizona, shares how she
was able to get creative in her wedding planning and save money at the
same time.

When “I Do” Becomes “I Owe How Much?”:
Wedding Sense
Most girls grow up dreaming of the day they will marry their reallife prince charming: the perfect location, romantic dancing, and of
course the most beautiful dress. However, most brides expect to be
swept off their feet from prince charming, but don’t expect the mountain of bills crushing through their fairytale fantasy. Unfortunately,
many newlyweds start their lives together in debt, often largely due
to their wedding.
The most important part of every wedding is the combining of two individuals into one family unit. However, there is always a materialistic
aspect of a wedding that can often come with a steep price tag. Finding
the right balance between the budget and your dream wedding is the
key. In today’s society, wedding finances do not always follow tradition where the bride’s parents foot the bill. My husband, Joseph, and I
decided to pay for a majority of the wedding ourselves. It is much easier
to become budget conscious with your own hard-earned money.
When considering the cost for a wedding, a bride must consider just
how important her big day is. One of the most pivotal points in the
process for paying for our wedding was listing our priorities. Once we
had a list of these non-negotiable items, it was easy to visually see the
areas in which we could recognize cost savings: by making our own in-
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vitations, borrowing craft materials from family to create centerpieces,
and shopping online for sales. Further, we decided to have our wedding
Monday afternoon of a holiday weekend, which reduced the cost of the
meal from dinner to lunch and reduced the cost of the alcohol (because
it was during the day and not a weekend evening). As an added bonus,
we know that every year on our anniversary, we will enjoy a three-day
weekend together to celebrate!
A bride who uses the following tips can have a cost effective yet still
beautiful wedding:
• Have a user-friendly budget tracking tool and keep it up to date.
Each category had a budgeted amount, totaling the $7,000 we
budgeted for our wedding. Tracking your financial progress
toward the goal will help visualize how close it is and help you
plan accordingly.
• Have a separate credit card for wedding expenses with a low
limit ($1K). This won’t allow you to carry much of a balance
and by paying off the card each month, you won’t incur interest.
We set aside our $7,000 into a separate bank account that we
used to pay off the credit card purchases, preventing us from
dipping into individual savings or incurring more debt to pay for
the wedding expenses. As a bonus, you could use the air miles
earned for your honeymoon!
• Consult your friends and family. People are always willing
to volunteer time, energy, and even networking connections
that you can leverage for your benefit. People have craft ideas
to help create centerpieces with very little coming from your
pocket. A modern twist on wedding gifts has been to have guests
help pay for your honeymoon, thereby reducing excess costs
while still enjoying newlywed bliss. Make sure to write personal
thank you cards and express your gratitude; they will be more
inclined to help you in the future.
(continued)
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Regardless of how you plan to pay for and budget for your wedding,
it is important to understand that starting your new life in debt because
of this one-day event is not a wise financial decision. I encourage other
couples to seek the same level of balance between financial wisdom and
marriage nuptials that my husband and I did.
Marissa Lynn Graves, CPA
Grant Thornton LLP
Phoenix, AZ

IN SUMMARY
We have all heard that experience is the best teacher. However, it is a
great idea to learn from someone else’s experience when there has been
a financial mistake and loss involved in learning the lesson. This chapter
has shared some of the lessons that have been learned during the various
turning points in our lives. From choosing possessions, to homes, to life
partners, enjoy learning from the successes and mistakes of others so that
you may speed your way to achieving all that you want in life.
Along the way, however, you will learn that giving back to people and
to your community plays an equally important role in creating a truly successful life. In the next chapter, we introduce the elements of teaching—and
therefore learning—the importance and impact of making charitable giving
part of our lives.
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“Make it a rule…never to lie down at night without being able
to say, ‘I have made one human being at least a little wiser,
a little happier or a little better this day.’”
- Charles Kingsley

“Charity and personal force are the only investments
worth anything.”
- Walt Whitman
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D

onating to a charity is an act with financial and personal dimensions.
The stories in this chapter illustrate that the personal rewards of charitable
giving can start early and teach valuable lessons to both children and adults.
Charitable institutions stand to benefit from an unusual increase in giving
from the baby boomers reaching an age where they’re able to make significant
charitable gifts.
Many Americans donate to charity by writing a check at year-end.
Charitable giving can result in income tax savings for a percentage of
the amount given. Affluent Americans can reduce or eliminate estate tax
by making a planned gift to a named charity taking effect at their death.
Whether during your lifetime or as part of your estate planning, charitable
giving is a very personal decision. Not only will you gain personal satisfaction, but your gift may also reduce the amount of taxes you or your estate
may owe. You can name a charity as a beneficiary in your will. You can also
name a charity as a beneficiary of your individual retirement arrangement
(IRA) or employer-sponsored retirement plan. If you’re wealthy, you might
consider establishing a charitable trust. By using a trust you can make charitable gifts during your lifetime, enabling you to receive a current income
tax deduction as well as minimize potential estate taxes by removing the
donated assets from your taxable estate. With so many choices on how to
make a charitable gift, we recommend you consult your individual advisor
to create the strategy and plan that is right for you.
This chapter will focus on the spirit of charitable giving and how you
can teach it to your children and in doing so, learn a few lessons yourself
along the way.

EXPERIENCE IS THE BEST TEACHER
Mitzi Hollenbeck, a CPA from Brockton, Massachusetts, answers the
question of how early to start teaching your children charity. Her answer is
simple: If you demonstrate charity, your children, even at the age of three,
will learn the benefits of being charitable as an essential part of living a
good life.
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Charity Starts With a Piggy Bank
It was late, we were tired, but before we could go to sleep my daughter needed to impart on me a lesson about charity. I usually read
two stories to my three year old before tucking her in and putting
her to sleep. Tonight, before we started our stories, I received an
e-mail on my phone asking me to donate to a hunger walk for one
of my colleagues. Because I was not reading one of her cherished
stories, my daughter asked what I was reading.
“It’s a request to donate money to feed people who don’t have
enough food.”
Being a three year old she asked, “Why?”
“Well, some people don’t have money to buy good healthy food for
their families. Since we’re fortunate to have enough money to buy our
food, we can help by donating.”
“I have money!” she said excitedly.
“Yes, you do have money in your piggy bank and you can choose
what you would like to do with that money.”
“I want to buy food for people who don’t have any. I can buy fruit
bunnies, mac and cheese, chocolate milk…” she went on and on about
her favorite foods. While she recalled her love for all things fruity and
cheesy, I thought how nice of a lesson this could be for her.
A few days later it was Friday. Friday is the day that we go to the
farm to pick up our produce share for the week, followed by a trip to the
grocery store. I was packing the farm bags and her lunch into my car
that morning when she came down the stairs holding her piggy bank.
“What are you doing with the piggy bank?”
“I need some money out of it so I can buy fruit bunnies for kids who
don’t have fruit bunnies,” she said. She had remembered our conversation from the other night and was eager to help.
Later that day, we made it to the grocery store. There my daughter
pushed around a little shopping cart and put her favorite foods in her

(continued)
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cart to donate to a food pantry. She learned a valuable lesson that day
in a way that she could understand. It’s never too young to start your
children on a path toward generosity and giving within their means.
Mitzi Hollenbeck, CPA
Sharkansky LLP
Brockton, MA

GRATITUDE IS THE FIRST STEP
Bridget Dunk, a CPA from Atlanta, Georgia, believes the first step in forming a charitable mindset is through being grateful for what you have in your
own life. In her words, gratefulness is caught not taught. Her wonderful story
involves a lavish vacation that turned into a lesson of gratitude and giving.

The Battle Against the Green-Eyed Monster
When I look at my own motivations for spending, I realize that many
times I spend because I want something someone else has, in another word, Envy. So in our culture of affluence, how does a family keep
Envy at bay and become financially fit? We have found that encouraging thankfulness in ourselves and in our kids does just that.
Like most other life lessons, gratefulness is caught more than taught.
While we as parents certainly encourage gratefulness verbally, we also
like to give our kids opportunities to experience gratefulness in action.
We recently took a long-anticipated family vacation on a cruise which
had several ports of call, all in amazingly beautiful but also equally impoverished countries. To encourage gratefulness for our week of luxury
and convenience, we contacted an outreach effort in one of the ports we
were visiting to arrange for an “authentic” tour of the island.
When we arrived at this particular port of call, our contact, Mike,
picked us up in a rented SUV with air conditioning. At first I was concerned that it was not the tour we anticipated. However, we were soon
transported to a small village called “La Colonia,” a squatter’s com230
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munity where an entire neighborhood lives in makeshift houses built on
steep hillsides. There was no running water, paved roads, or schools.
He took us to the home of Maria, a single mother of two beautiful girls.
After working a full 10-hour day, Maria was very grateful to bring in
the $25/day (roughly $2.50/hour) to support her family.
We met her two daughters, Rosa 11 and Helena 6. Even though there
was a language barrier, my four-year old quickly befriended Helena.
Gestures, giggling, and games ensued. In the space of three hours, the
two were fast friends. Just before we said our goodbyes, I am proud to
say my little girl gave her new friend a beautiful bracelet she had just
purchased the day before. She was not coaxed into giving, but gave
freely without a single word, with only a smile to reflect what was in her
heart. In that moment, I knew we had hit the target—encouraging both
gratefulness and compassion.
I would love to say that since that time, the complaining and requesting has ended. It has not. However, I can say that, once in a while, at
the dinner table, when there is grumbling regarding the healthy fare put
before them, both kids now take turns reminding each other that Rosa
and Helena would love to eat that, and both then forge ahead without
further complaint.
Bridget J. Dunk, CPA
Dixon Hughes Goodman LLP
Atlanta, GA

CLOSER TO HOME
So many times we think of charity as donations to organizations that serve
those in need. However, some of the most impactful charity can be found
within your own circle of friends and family. Remember to be most effective, give from your heart and give a hand up—not a hand out.
Elaine Grogan Luttrull, a CPA from Columbus, Ohio, shares a heartwarming story about how her father’s generosity to a coworker in need was
repaid tenfold—with moccasins and a life-long lesson for his children.
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The Moccasins
One cold evening toward the end of December, my father came
home from work toting a pair of soft leather moccasins. Naturally,
my brother and I teased him, terribly confident our teenage fashion
sense far exceeded his.
Later that night as we ate dinner, Dad told us about Javier.
Javier worked in the mailroom at Dad’s office, a fancy, corporate
high-rise with a team of people devoted to receiving and sending packages and sorting the mail. Javier worked hard, he was unwaveringly
professional, and he took pride in doing his job well. Javier and my
father greeted each other by name, but their friendship was limited to
their daily mail delivery encounters.
Every once in a while Javier asked my father for $20; sometimes he
needed gas, sometimes his daughter wanted to participate in a special
school activity, sometimes he needed groceries. My father always
helped. Javier always paid him back, usually within a few days of
receiving his paycheck.
On a cold, late-December afternoon, Javier had stopped by my
father’s office to repay a $20 debt. My father wished him and his family
a Merry Christmas and told him to keep the $20. Appreciation, gratitude and perhaps even relief washed over Javier’s face. He thanked my
father profusely. For reasons then unknown, Javier asked my father for
his shoe size.
The next day, Javier appeared in my father’s office with a pair of moccasins, tied with a red bow.
“Merry Christmas!” he exclaimed, offering the moccasins to my
father. Javier beamed with pride as he reciprocated my father’s holiday
gift.
Hearing the story, my brother and I changed our minds about the
moccasins. They became the most talked about, fashionable accessories
in our home.
Years later, I found myself in an eerily familiar scene as a janitor
from my office asked to borrow $20. Working many late nights and long
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hours meant I was on a first-name basis with the building’s facilities
team, especially those on the overnight shift.
Even though the office was chilly and I was wearing a suit and
heels—as I handed him the $20 I’m pretty sure I felt the warmth of soft
leather moccasins cradling my feet.
Elaine Grogan Luttrull, CPA
Columbus, OH

LEARNING FROM THE YOUNGER GENERATION
As these stories have shared the importance of teaching our children about
charity, there are also many examples where children have become the
teachers. The following story shared by David F. Tagieff of Denver, Colorado, is incredibly moving and provides an important lesson for us all.

The Cullenator
I met Cullen while on a 30-mile bike ride in early August. The temperature was in the mid-90s and I was running out of water. I could
not believe my good fortune to see five-year-old Cullen sitting behind a lemonade stand. As I drank my lemonade we began chatting
and I learned that Cullen was selling lemonade to raise money for
the CureSearch Walk for Children’s Cancer. He gave me information
about the walk and shared that he had formed “Team Cullenator” to
raise funds for the walk.
On the day before the walk, I decided to register and make a donation.
I went to the walk and listened to some heart wrenching stories as well
as happy stories that brought tears to my eyes more than once. I learned
that Cullen was one of the youngest cancer survivors on this walk. Cullen turned $73 in lemonade sales into total contributions of $2,073 from
Team Cullenator to the Denver CureSearch Walk. Apparently, a number
of other donors also tasted Cullen’s entrepreneurial efforts.

(continued)
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Even a five-year old can learn how to make money and leverage it for
a greater cause.
David F. Tagieff, CPA
DaTag Tax Services, LLC
Denver, CO

IT IS NEVER TOO LATE TO TEACH YOUR
CHILDREN
While these examples focus on young children and the importance of
teaching them charity at an early age, many families find that their older
children have never developed or do not understand the charitable mindset
of their family legacy. This is particularly important in families with great
wealth. Harold Sobel, a CPA from Livingston, New Jersey, has many high
net-worth families who are looking for ways to teach financial responsibility to their children as well as passing on their charitable philosophy. He
shares a unique approach that both respects the young family members and
openly invites them to learn the tools necessary to ensure the family legacy
of charity continues.

Passing on a Legacy of Giving
Our family business clients often ask us what other families are doing to educate their children and encourage them to have a sense of
responsibility toward the family business and the family wealth.
Here is a real story of the way one high net-worth family went about
the serious task of educating their children about the family’s charitable philosophy.
In this instance, the parents decided that it was time to have a serious discussion with their three sons regarding the family business and
the family’s financial situation. To help avoid distractions, to create
a completely neutral environment and to have everyone focus on the
task at hand, they decided not to use their business facility for the
meeting. Instead, they held it off site at a nearby hotel. They planned
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it for a full weekend to allow for additional bonding and interaction,
rather than cramming important and meaningful discussions into a
one-day agenda.
They invited their business and financial advisors to participate with
the family members. At the time, none of the sons were employed in the
family business (although it was expected that they would eventually
assume a leadership role in the company) and all were in their mid-tolate twenties.
The three-day weekend consisted of a series of informative, informal
family meetings held under the direction of the parents, the accountant,
the financial planner, and other advisors. As the meeting began, each
child received a copy of his own financial statement and a copy of the
company’s most current financial statement.
The parents were committed to a completely transparent process,
believing that this was a critical underpinning to the success of the
retreat. Throughout the time spent together, the children were exposed
to information that included review of their parents’ wills and trust
documents as well as a detailed discussion regarding the family and
business assets and investments.
As important as it was to the parents that the children gain financial
literacy, it was equally important to them that they develop an intellectual and social commitment to managing their wealth.
Time was spent discussing the current financial situation and
future wealth that would be inherited. Emphasis was placed on the
importance of the family’s legacy of giving. The parents expected their
children to perpetuate their generosity and to embrace a philosophy
of helping others.
The three days spent together, away from daily intrusions and distractions, also created a special opportunity for bonding. The parents were
more confident than ever that they were preparing their sons for the
opportunities and the challenges that would result from their family’s
accumulated wealth.
Harold Sobel, CPA
Livingston, NJ
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IN SUMMARY
The French playwright and actor, Molière, was considered to be one of the
greatest masters of comedy in Western literature. Born to a wealthy family,
he decided at the age of 21 to abandon his social class and pursue a career
on the stage. His own personal story exemplifies his belief, “Every good
act is charity. A man’s true wealth hereafter is the good that he does in this
world to his fellows.”
Why include a chapter on charity in a financial education book? Because
as the stories shared clearly show, a charitable heart developed in youth,
and enhanced by a spirit of gratitude, will set a young person on a path of
boundless generosity. And as the often repeated axioms say, “give without
the expectation of receiving,” and then you will truly learn that “the more
you give…the more you receive.”
The next section of the book is titled “Plan for the Future” and will
cover chapters on dealing with the unexpected things life can often throw at
you as well as preparing for your retirement and estate planning.
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Chapter 14: Life’s
Unexpecteds

“Life belongs to the living, and he who lives must be
prepared for changes”
- Johann Wolfgang von Goethe

“Sooner or later comes a crisis in our affairs, and how we
meet it determines our future happiness and success. Since the
beginning of time, every form of life has been called
upon to meet such crisis.”
- Robert Collier
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hen you drop a quarter into a slot machine, you know that your chances
of winning are pretty slim. But risking a quarter (or perhaps much more than a
quarter) may be worth it to you if the potential payoff is great enough. Insurance is a lot like that. You pay premiums not because you expect to die today,
get into a car accident next week, or lose your home in a fire next month, but
because the peace of mind insurance offers and the financial protection it could
provide are worth it. You don’t have to bear the risk of financial loss alone.
Insurance is all about risk and financial protection.

DO YOU FEEL LUCKY TODAY? THE CONCEPT
OF RISK
We all face risk—the possibility of injury, illness, death, or property
destruction—each day. Although you can never eliminate risk, you can
guard against financial loss by shifting part of your financial risk to a
larger entity (your insurance company) that’s in the business of dealing
with that risk. In return for your payment of premiums, your insurance
company agrees to pay you (and/or others) a certain amount of money for
a specified loss. At the personal level, this loss may or may not occur, so
not having insurance for high dollar and low probability events can be a
big gamble. The potential benefits of peace of mind that insurance brings
may be well worth the cost.
In this chapter, people whose lives have been jolted by those unexpected
surprises share how they persevered and the lessons they learned along the
way. From personal property disasters and loss of loved ones, to handling
family members with special needs, these stories reflect the true resilience
of the human spirit. Each of these stories will touch your heart. We will then
end this chapter with an ever increasing risk that we all face every day, the
very real unexpected drama of having your identity stolen.
In the following essay, Paul Sullivan, a CPA from San Diego, California, shares a gut wrenching story about an early morning knock on his door
and the message he heard: “House on Fire!”
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When Disaster Strikes
“What is that dog barking at?” That was the thought running
through my mind as I tried to clear my head from a fitful short
night’s sleep. It was 4:00 AM on October 22, 2007. A neighbor was
knocking on our door. Little did I know then, but the dog probably
saved our lives. Driven by gale force Santa Ana winds, a wildfire
was moments away from consuming our home. We scurried around
and gathered what we could, which wasn’t much, while rousing our
five house guests. We left our home for the last time at about 4:20
am. I’ll never forget seeing my neighbor’s house totally engulfed in
flames as we backed out of the driveway and made our escape. Later
that same day I called my insurance broker, even before we knew for
sure whether or not the house survived. Our fears were confirmed
when we saw our address scroll across the TV screen as they reported the list of homes destroyed.
Nothing can really prepare you for a disaster like this, except maybe
living through it previously. We learned many lessons through the
process. I learned how fortunate we were to have recently updated our
homeowner’s insurance policy following a major remodeling project.
Many of our neighbors had not reviewed their policies in a long time,
which left them facing heart-wrenching issues due to inadequate coverage. We had a strong relationship with our broker who made sure we
were insured by an outstanding insurance company. Some of the details
homeowners need to pay close attention to include:
Insurance Company Ratings. You should know their financial rating, but also pay attention to their record of consumer complaints.
Dwelling Coverage Limits. Are your limits adequate to replace
the structure, including all upgrades over time—like new granite
counter-tops, new siding, new windows, etc.?
(continued)
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Contents Coverage Limits. Often based on a percentage of the
dwelling limit, contents coverage needs to be enough to replace
all the “stuff” in your home; and it is surprising how much accumulates over a lifetime. Also think about how you might be
required to document your loss. Many policies require significant
documentation.
Valuation Basis. Does the policy pay based on depreciated value or
on replacement cost?
Additional Living Expense (ALE). This covers expenses incurred
while you are displaced —like rental housing and your basic necessities. ALE in some policies is time-limited and in others, dollar
limited. Consider how long it might take to replace your home—
probably more than a year.
Code Upgrade Rider. Does the policy pay for additional costs
incurred due to changes in building codes since the home was
originally built?
Valuable Items. High value artwork, antiques, jewelry, or collections
should be appraised and listed separately in the policy.

What we learned from our experience is that there is a distinct difference between precious and valuable possessions. Precious things
can never be replaced. Consider how you protect the precious stuff
you own. For example, make digital copies of old photos and store
irreplaceable records off site. It certainly pays to be prepared. It can
not only mean the difference between life and death, but also between
financial health and ruin.
Paul Sullivan, CPA
YMCA of San Diego County
San Diego, CA
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While Paul’s story ended with little financial loss, he and his family still
suffered emotionally from the loss of their home and valuables. You may
want to review your own insurance coverage to make sure you are adequately covered. You may be surprised by what you discover. On one hand
you may discover that your insurance needs to be updated, or you could be
pleasantly surprised and find out ways to reduce your insurance premiums
such as installing a security system, smoke and fire alarm system, or even
increasing your deductible.
In the next story, Susan Howe, a CPA from Strafford, Pennsylvania,
shares how her own procrastination created a possible disaster that could
have ruined her financially. Have you ever procrastinated on taking care of
something you knew you should be doing?

Lack of Insurance: An Accident Waiting to Happen
Imagine getting a phone call at 4:00 AM with the news that your hot
water heater has failed catastrophically. Now imagine that the hot
water heater is on the top floor of a three story condominium building, and that hot water has cascaded through two floors of your home,
your neighbor’s condo under yours, and possibly into the adjoining
units. Now imagine that you don’t have any insurance on your condominium unit. I don’t have to imagine, because it happened to me.
How can a responsible and knowledgeable CPA have let this happen? Call it a combination of procrastination, conflicting information
from my insurance agent, and failure to think through the possible
consequences. The time to think about those consequences, by the way,
is before you spend three frantic hours imagining the worst possible
financial consequences on the way to assess and deal with the damage.
Here’s what could have happened. I could have been personally responsible for all the damage to the contents of my condo, my neighbor’s
condo, and any other condo affected. My neighbor could have sued me
(continued)
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for personal liability, since it was my hot water heater that failed. If the
condo were my primary residence, I could have been stuck paying for
a place to live while the damage was fixed (my neighbors were out of
their condo for weeks while the damage was repaired).
I procrastinated getting a policy to cover the condo because my personal property would be covered by my policy on my primary residence,
and my insurance agent was not clear on why I should get insurance
for my condo. The structure of the condo itself would be covered by the
policy required by the condo association in case of fire. I told myself
that I didn’t really have anything in the condo that was particularly
expensive or irreplaceable, and I made the magical assumption that
nothing serious would happen. So I buried my head in the sand.
Here’s what actually did happen. Maryland, which is where the
condo is located, enacted a law that says that a condo association
must have insurance for any event that causes damage to more than
one living unit, and the insurance may have a maximum deductible of
$10,000. In my case, my condo management company picked up half
the deductible, so I ended up being out $5,000. We lived with a mess for
a few weekends, but since we live elsewhere full time, it was a tolerable
inconvenience. It was an expensive lesson, but it could have been so
much worse. I’m very lucky my condo is in Maryland.
So, the moral of this story is two-fold. First, make an honest assessment of the worst case scenario if an accident would happen involving
your property, anyone else’s property, or anyone else’s health and
welfare in a situation where you could be deemed at fault. This includes
community living, as in a condominium or townhome, owning a boat or
other vehicle used for recreation, or any situation where others may be
present on your property.
Second, consider protection for all of your risks: life, vehicle, health,
personal liability, and umbrella liability insurances. For this CPA, that’s
the purpose of insurance— protection against financial catastrophe.
Susan Howe, CPA
Howe Advisory
Strafford, PA
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LOSS OF A LOVED ONE
Both of the earlier stories show how lives can be, and were, disrupted by
tragic accidents involving real and personal property. While devastating,
they cannot compare to the sudden loss of a loved one. The emotions
alone from losing someone you love can paralyze you. That, coupled with
not understanding how your financial situation will be impacted, can add
incredible stress to an already fragile heart.
Jesse Ligo Jr., a CPA from New Wilmington, Pennsylvania, shares a
story that exemplifies this situation. In this case, a wife was totally lost as to
her financial situation and struggled to take control after her husband died.
However, in the end there was a welcomed outcome because her husband
had properly planned for her and her children in the event of his death—he
just hadn’t told her. In reading this story, you may ask yourself, had the
husband included the wife in the planning, could some of the emotional
stress have been alleviated?

Overprotective
With a daughter in college and a son in high school, our friend John
unexpectedly passed away. The initial physical, emotional, and
spiritual support of the extended family and friends helped his wife,
Kathy, and their children to grasp their new situation. However,
Kathy could not help feeling overwhelmed.
John had been a terrific provider and protector of his family. Although
John and Kathy were both teachers and provided income to the family, John managed the household finances and bill paying, and Kathy
focused on the children and their activities without getting involved in
the finances. Until the untimely and unfortunate loss of John.
When Kathy came to me she had no idea where to begin. The first
thing we did was take inventory of her assets, liabilities, and insurance
policies. Second, by sorting through the family checkbook registry, we
were able to ascertain to whom the bills were paid and when, so we
prepared a monthly budget. Third, with John’s school life insurance
policy, she was able to pay off any liabilities, for example a loan for her
(continued)
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daughter’s college car. Fourth, we allocated the remaining proceeds
between investment and long-term spending plans. Having my support
through the first few months of her transition to household financial
manager gave her the confidence and peace of mind she needed to pick
up where John left off.
In an effort to better prepare families for a crisis, I suggest compiling
the “Big Book.” Just like Kathy and John, many families divide the
financial responsibilities, with one spouse typically doing the day to day
money management. The Big Book will present an overall picture of the
household finances and management, as well as containing important
documents, all in one place, in the event of a family emergency.
Suggestions for the Big Book and what to include are:
• A three ring binder with dividers and a table of contents
• Attorney contacts, location of wills, health care directives,
birth certificates, passports, auto titles, property deeds, and
burial plot information
• Policy and account numbers, addresses, phone numbers, and
contact persons for all insurance policies as well as the locations
of the actual policies (house, car, life, disability, and health)
• Account numbers and all contact information for bank
accounts, investments, credit cards and loans and the location of
statements, checkbooks, and payment booklets
• A detailed monthly budget, including contact information for
each obligation
• Location of past tax returns and accountant contact information
While John’s overprotective nature initially made it more difficult
for Kathy to transition to financial manager, it shone brightly as she
surprisingly discovered a significant life insurance policy that she had
not known about which assured her of his continued protection and
provided financial resources for his children’s college educations.
Jesse R. Ligo Jr., CPA, MBA
Associate Professor of Accounting, Westminster College
New Wilmington, PA
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FINANCIAL SAFETY NET
In the earlier chapters about having an emergency fund, we talked about the
“emergency” in terms of you having to deal with a flat tire, or broken leg.
In this chapter we have stressed the importance of having the appropriate
insurance in place for catastrophic emergencies. However, there are times
when someone is deluged with problems that seem incredibly harsh for one
person to bear. A long-term illness, a tragic accident with long-term injuries,
or possibly both, can destroy your financial foundation.
Jean-Luc Bourdon, a CPA from Santa Barbara, California, shares a distressing story of a loving couple, both dealing with incapacitating illnesses
with one of them eventually dying. The moral of this story underlines the
importance of creating a financial safety net to fall back on. No matter how
much insurance or financial planning you do, traumatic events like these
can deal a dramatic blow to your financial future.

Life’s Unexpected Turns—Illness and Death
“Life is a complicated business fraught with mystery and some
sunshine,” wrote Philip Roth. Caught in the ordinary and repetitive
nature of our daily life, we sometime lose sight of its mysterious aspect. As a CPA, every client I meet has a personal story dotted with
unexpected events—for better and for worse.
Many clients have encountered extraordinary good fortune, either
by birth or by the opportunities they were able to capture. Success
often entered their lives in a very unassuming manner, such as a casual
encounter or a simple idea which they turned into a business. Similarly,
tremendous challenges come unannounced, such as an illness or
natural disaster.
To best handle the mysteries of life, you need a multitude of resources.
A strong character, a caring support network, and a financial safety net
are essential tools for mystery preparedness. A financial safety net helps
you seize the opportunities and face the challenges which life invariably
throws your way.
Julie is a client who, in the same year, had major back surgeries while
her husband was battling a terminal illness. They came to their yearly

(continued)
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tax appointment with Julie on crutches and her husband in a wheelchair. Neither one could carry the laundry tub filled with the medical
receipts they received. Dealing with health problems, insurance bureaucracy, and financial stress was simply overwhelming. Shortly after that,
Julie also had to deal with the grief of losing her husband.
A few years later now, Julie’s health has improved much. She has fully
regained her spirited personality and sense of humor. With judicious
financial advice and her sister’s loving support, she was able to take
steps needed to prepare for a secure retirement, which included downsizing to a less expensive home and setting aside savings for whatever
might come next.
Julie is one of many individuals whose need for a financial safety net
became obvious as life unfolded. That is the mysterious part of life:
whether the story we hear about is happy or sad, it could happen to
any of us. However, whether we are financially prepared for it or not
does not have to be a mystery. It is a matter of consistently saving when
life seems normal in order to prepare for the worst while working to
achieve the best.
Jean-Luc Bourdon, CPA/PFS
BrightPath Wealth Planning, LLC
Santa Barbara, CA

SPECIAL FINANCES FOR SPECIAL NEEDS
The dictionary defines special needs as “the individual requirements (as
for education) of a person with a disadvantaged background or a mental,
emotional, or physical disability or a high risk of developing one.” But you
ask anyone who loves and cares for someone with special needs and you
will invariably learn that they emphasize the term special as the joy their
loved one brings to their family.
Michael Walther II, a CPA from Deerfield, Illinois, says it all in his brief
bio, “blessed with a brother with autism.” Michael has devoted his career to
helping families with special needs children. He shares his wisdom and the
important issues that these families need to address.
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Avoiding Critical Mistakes in Financial Planning for
Families With Special Needs Children
As the sibling of a brother with autism and other developmental
challenges, and a career financial advisor who focuses on working
with families with special needs members, I have seen a number of
common financial planning mistakes made by families, all of whom
had the best intentions.
Two important financial planning goals for a family with a special
needs child are providing for the child’s lifetime supervision and
ensuring access to federal and state benefits. Hiring an attorney who
specializes in working with families with special needs children and
drafting a Special Needs Trust is essential. A Special Needs Trust
holds the financial assets for the benefit of the child so that he/she is
able to qualify for public benefits as an adult. Too often, the following
mistakes are made:
• Beneficiary designations are not changed on company
retirement plans, IRAs, and life insurance policies to reflect the
desired flow of assets to the Special Needs Trust and not to the
individual outright. The beneficiary designations, and not your
will, will determine these distributions.
• Term insurance is purchased to fund the Special Needs Trust
because it is more cost effective for families in the short-run.
Given the likelihood that the financial needs of the special needs
individual will last beyond his/her parents’ lifetimes, permanent
life insurance (i.e., whole life, universal life, or variable life)
should be chosen because, if structured properly it will be more
cost effective over the lifetimes of the parents.
• The Special Needs Trust is drafted into the parents’ estate plans
to be implemented upon the death of the second parent. While
this approach is simpler administratively, the better approach
is to create a stand-alone Special Needs Trust that is operable
immediately. It is impossible to know when a relative may pass
away and leave assets to the special needs child. If the Special
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Needs Trust is not in existence when the gift is made, the child
risks losing or delaying his/her access to valuable public benefits.
Parents or other family members fund 529 Plans or
other college savings plans in the name of the child with
special needs. While 529 Plans have wonderful income
tax advantages, they can be disastrous if the child does not
continue his/her education beyond high school and desires to
receive public aid after reaching age 18. The 529 Plans count
as assets held by the child and will most likely disqualify him/
her from receiving public benefits.
The same family member is chosen as the executor/trustee/
guardian in estate planning documents. Do not assume that the
family member who may be best at handling administrative and
financial matters after your death is the optimal care giver for
your special needs child. Give careful consideration to whether
or not there is a family member who will be willing and capable
to provide the care your child will need when you are gone. If
you are not confident that the ideal care giver exists within your
family, consider naming an agency that specializes in providing
the services your child will need.
Not communicating your planning to your extended family can
create headaches. If grandparents and relatives are not aware
of the existence of your Special Needs Trust and the importance
of naming it specifically in lieu of the child, their gifts may have
adverse consequences. Either a Self-Settled Special Needs Trust
(also known as a Payback Trust) may be required or benefits
may be reduced or lost altogether for a period of time.
Directions for a smooth transition in care giving are not
explicitly documented. The most important non-legal document
parents can leave behind at death is the care directive related to
their special needs child. There is no required format. It should
include the individual’s routines, likes and dislikes, medicines,
specialists, friends, and other details that will allow a future care
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giver the best opportunity to maintain the quality of life enjoyed
by the child prior to their parents’ passing.
If you work with an advisor and attorney who have experience assisting families with special needs children, and you avoid the mistakes
outlined above, you will be providing your special needs child with the
best possible future.
Michael Walther II, CPA/PFS, CFP®, CFA
Oak Wealth Advisors LLC
Deerfield, IL
To drive home the importance of Michael’s advice, the following story
by Karen Smith, a CPA from Arizona, shares the personal side of raising a
special needs child.

Raising Special Needs Kids for Less
When our son was born prematurely with health issues, my thenhusband decided fatherhood wasn’t for him. Between taxiing our son
around to doctors and therapists, there wasn’t much time for me to
work, so all the “gadgets” the neighbors bought for their kids were
not an option for us. This turned out to be a blessing. I find it challenging, and have had to be very creative to make it work, but my kids
are learning how to be happy, without feeling they are doing without.
The nearby store that specializes in used baby and children’s items
is the first place I shop. Babies and kids don’t care that they’re wearing used clothes, or playing with used toys! As the kids outgrow their
clothes, toys and books, I sell what I can to the used store. Then I
donate the rest to a charity and take the tax deduction. I teach my kids,
even now that they are tweens, that we are saving resources and landfill
space by buying used, and selling items we are done with. When they
spend their allowances, they see how much more they can buy at a
used store or garage sale and this has made them enthusiastic about
recycling toys!
(continued)
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I learned quickly that safety supplies aren’t needed until a child
shows there is an issue. For example, I never safety-proofed my
fireplace, but I did put cushions on the three steps leading to the living
room for a while, to provide a soft landing because my eldest son has
coordination issues.
I adopted my second son through the county foster system and I have
been forever glad about that. I will receive financial assistance until he’s
18 years old, and his allopathic medical care and therapies are paid for
by the government. My friends who adopted privately or overseas are
all paying for their kids’ therapies out of their own pockets, in addition
to paying $20,000 or more for the initial adoption fee. They are all
financially strapped in a way I will never be.
As supplies for special needs and adaptations for a home are expensive, I have learned to get creative. I have taken cushions from old
couches for my kids to jump on, make forts out of, and generally play
with. I bought a used Play Station for therapy. It became obvious very
quickly that hand held games are a money pit, even when bought used.
Now my kids play free games on the computer. They will play video
games at their friends’ homes, but mostly their friends come here to
play. Our boxes, cushions, blankets, and balls of all types keep everyone
active and happy for hours.
I’ve managed to raise my kids without having the stress of working
full-time while still meeting their special needs. When I ask them if I
should work X number of hours so we can buy Y, they usually say no.
In some cases they think of what they can do to earn the money to buy
what they want, perhaps even by selling or trading something they
already have. They are learning trade-offs and budgeting far ahead of
their friends.
New or expensive items aren’t necessary for a child to be happy.
Learning how to substitute makes kids capable of improvising and
spurs their creativity.
Karen Smith, CPA
Arizona
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IDENTITY THEFT
The stories in this chapter have revealed life altering events for the people
involved. Should you review your own financial situation and ask yourself, “Am I prepared? Do I have the proper insurance, the proper documents, and the proper financial safety net to protect me in the event of one
of these traumatic unexpected events?” While it may pale in comparison
to these events, the theft of your identity can also put you on a roller
coaster of emotional and financial drama that takes months, or even years
to recover from.
Kelly Bullis from Carson City, Nevada, highlights how easy it is to be
tricked into revealing your personal data.

Are You Safe From Identity Theft?
Sometimes I find myself apathetic towards identity theft. Then I get
a jolt—like guzzling a gallon of the strongest coffee at my favorite
local coffee shop. Once my identity has been stolen, the thieves can
use it over and over as often as they wish.
Every public data base out there is loaded with private information.
A few years ago, one could expect to hear of about 500 attacks using
a computer virus or other “malware.” Today, it is reported that over
63,000 such attacks occur every month! These bad guys are attacking
banks, governments, etc.
This is a worldwide problem. In fact, most of the bad guys out there
are located outside of the U.S. It’s not just Windows computers that are
targeted. Apple products (iPhones, iPads, etc.) are also high on their
list. (That is how I got hit. They cracked into my son’s iPad. Ouch!)
Do you do any social networking? Facebook is a major target
of the bad guys. Do you use your computer to do online banking?
Imagine how easy it would be to take your money if the bad guys got
your passwords.
Even if you never own a computer or a cell phone (if that’s true, you
would be considered a very rare person, indeed), you are at just as

(continued)
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much of a risk of being hurt by these bad guys as the rest of us. Do you
have grandkids? What would you do if one of them supposedly called
you from a jail in Canada or Mexico desperately needing cash to post
bail? Truth is, they were not in jail, and it wasn’t really them calling. I
have a friend who fell for this twice!
What if the IRS called and told you that you owed back taxes and they
were about to seize your bank account unless you made a substantial
payment by credit card immediately? This one gets a lot of older folks
who live in absolute fear of the IRS. Another spin on this is to get an email from the IRS asking for something similar, or even just your Social
Security number to verify the filing of your tax return.
If you own a business, have you fully checked out your janitor? One
of their favorite methods used to break into your computer system is to
get your password by paying your janitor to temporarily install a “key
logger” on one of your computers, then retrieving it a week or so later.
(It logs every keystroke, including passwords.)
Your best defense is to never give out personal information over
the phone, or in an email. You may also want to have an independent
identity theft monitoring service working in the background to alert you
of any unusual or suspicious activity. That is what I use and it saved me
thousands of dollars that could have been taken out of my bank accounts recently. Most cost a small fee in the range of $20-$30 a month.
My recommendation: Get signed up ASAP!
Kelly Bullis, CPA
Bullis and Company CPAs, LLC
Carson City, NV

To build on the information Kelly Bullis has shared, Ernest Almonte,
a CPA from Rhode Island, reveals the important steps you should take to
prevent identity theft. His experience as Auditor General of the State of
Rhode Island, where he has seen the fallout from identity theft over and
over, makes his advice on how you can protect your identity very sound
advice indeed.
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Protect Your Identity
Let’s imagine you own a liquor store. You drive to work one morning
and the front window is smashed and the all the liquor is missing.
It is quite obvious that you were robbed. Would it be as obvious if
someone stole your identity?
It could start out as a 99 cent charge on your account to see if the
perpetrator could get away with a charge or a string of purchases in
one day on your credit card. It could be someone using your name and
Social Security number to guarantee a loan. What if they opened up a
few credit cards in your name? Nothing good can come from this.
First let’s look at some of the obvious things. Protect your identity.
Your driver’s license, passport, birth certificate, Social Security card,
and ATM card should be secured at all times. You should keep them
with you or locked in a safe place. Do not write the information down
on sticky notes and attach them to your monitor where anyone can get
the information. I worked on a case once where a person put all their
passwords and personal information on a piece of paper and taped it to
the bottom of their computer keyboard. This does not qualify as a safe
place. Make a copy of all these documents and your credit cards and
lock them in a safe place just in case someone steals the actual documents. This will help you to cancel all the credit cards and notify the
bank immediately.
You should never give your personal information unless you started
the discussion. For example, you go to the bank for a loan. It would
make sense to give the banker the information needed to obtain the
loan. Alarm bells should go off if an unknown person calls you or
sends you an email asking for this information. There are times when
the perpetrator takes on the identity of one of your friends to obtain
information from you. For example, I had someone send an email to
me stating that they were one of my friends traveling abroad, using his
full name, and saying that he was robbed of all his money, credit cards,
and passport and needed money immediately to get home. IT WAS AN
EMERGENCY! What it was, was a lie. I contacted my friend to let him
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know and he told me several of his friends received this bogus email. A
simple call to my friend was all it took to save me from being a victim.
You should also be careful when responding to emails. Banks do not
send unsolicited emails asking for your Social Security number or other
personal information. There are people who copy company logos and
insert them in emails to make you believe they are in fact the bank when
they are really a fake. Please don’t fall for this trap.
Another friend of mine learned to block the view of people standing
behind him at the ATM because they were watching him type in his
password. All they needed to do was steal his ATM card and they could
have access to his bank account and wipe out his savings.
If someone does steal your identity they can also ruin your credit,
which takes a while to fix. My wife learned firsthand when someone
stole her identity and opened up accounts using her Social Security
number because it took a while before we were able to straighten out
the issue with the credit agency. Luckily she found out right away and
notified the bank and the credit agency.
Prevention is always the best method to control identity theft but
let’s discuss a few things to do in case you are a victim. Check your
bank statements on a regular basis to look for charges you did not
make. As soon as you find them notify the bank so you can limit your
loss. Notify the credit bureaus to place a fraud watch on your credit.
This will reduce the chance someone will use your identity to open
new accounts with your information. Notify all the places where you
have credit so they will place a hold on your account that requires
some additional proof on your part to verify you are who you say you
are. The aftermath of an identity theft will take a while to fix so be
patient but stay on top of the issue so you do not lose money on top of
losing time. Notify your accountant and attorney for any additional
areas that need to be addressed.
I encourage you to learn more about identity theft by speaking with
your CPA and guarding your identity as much as possible to reduce the
chance of this ever happening to you. If you think you can’t be touched
by this crime you—think again!
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I have seen many sophisticated and educated people give away
personal information to win a prize. They give email addresses, home
addresses, dates of birth, and Social Security numbers among other
personal information to win an iPad or smart phone or other item of
interest. The actual cost for this “free prize” could be your time and
money repairing your credit and paying off bills that you did not create.
Although not all the areas regarding identity theft can be addressed
here, I encourage you to learn more by speaking with your CPA and
also guarding your identity as much as possible to reduce the chance of
this ever happening to you.
Ernest Almonte, CPA.CITP, CFF, CFE, CGFM
Almonte Group LLC
Providence, RI

IN SUMMARY
This chapter may have rattled you by making you think about all the
unexpected events that could happen in your future. Instead, please see it as
a gentle reminder and a guide for making sure you have the right toolkit of
financial planning, insurance policies, and financial safety nets. This toolkit,
in the face of an unexpected tragedy, will make sure you are as prepared as
possible with the right emotional and financial support.
The next few chapters address the important financial safety net provided by retirement planning and saving—the greatest gift you can give
yourself and your family.

257

Chapter 15:
Retirement
Planning

“O, blest retirement! friend to life’s decline How blest is he who crowns, in shades like these,
A youth of labor with an age of ease!’”
- Oliver Goldsmith

“The question isn’t at what age I want to retire,
it’s at what income.”
- George Foreman
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G

eorge Foreman could not have asked a better question. Many people
give a great deal of thought to their desired retirement age without taking the
necessary steps to ensure a healthy retirement income. Instead they assume
they can hold off saving for retirement and make up the difference later. But
this can be a costly mistake. Waiting too long to start saving can make it very
difficult to catch up, and only a few years can make a huge difference in how
much you’ll accumulate. The days of having the same job for 25 years and
then retiring with a gold watch and lifelong pension from your employer are
pretty much in the distant past.
Over the last several decades there has been a wholesale change, and a
wake-up call, in how we prepare for retirement. For generations, retirement
was provided from three primary sources (think three-legged stool): social
security, employer provided company pensions, and personal savings. For
many years, employees received lifelong pensions paid by their employers
in exchange for their long-term service and loyalty to the employer. The
employer bore the primary responsibility for their employees’ retirement
funding through plans called defined benefit plans. The employer would
commit to a retirement payment to its employees based on their earnings
and length of service. These plans are pretty hard to find today.
Instead, the responsibility for retirement has shifted dramatically to the
employees through plans called defined contribution plans. In these plans,
an employee decides how much they want to contribute for their retirement
and the employer may choose to match a certain portion of the employee’s
contribution; the value (and future benefit) is then at the mercy of market
fluctuations. This fundamental shift in retirement funding highlights the
extraordinary need for all of us to educate ourselves on our options for
retirement—and to employ them post-haste!
What about the other two legs of the stool, Social Security and personal
savings? You can do a quick calculation of your Social Security benefits by
visiting www.ssa.gov/planners/benefitcalculators.htm. There is a consistent
concern (greater or lesser depending upon what news report you read)
over the long-term viability of Social Security—which only highlights the
importance of concentrating on making sure your personal savings will be
sufficient enough to provide for the retirement lifestyle you desire.
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This doesn’t mean there’s no hope if you haven’t set aside anything for
retirement yet. It just makes it even more important that you implement a
plan today.
Defined Benefit Plan. This type of plan, also known as a traditional pension plan, promises the participant a specified monthly benefit at retirement. Often, the benefit is based on factors such as the participant’s
salary, age and the number of years he or she worked for the employer.
The plan may state this promised benefit as an exact dollar amount,
such as $100 per month at retirement. Or, more commonly, it may calculate a benefit through a plan formula that considers such factors as
salary and service.
(Source: www.irs.gov/retirement/participant/article/0,,id=211142,00.html)

Defined Contribution Plan. In a defined contribution plan, the employee
and/or the employer contribute to the employee’s individual account
under the plan. The amount in the account at distribution includes the
contributions and investment gains or losses, minus any investment and
administrative fees. The contributions and earnings are not taxed until
distribution. The value of the account will change based on contributions and the value and performance of the investments.. Examples of
defined contribution plans include 401(k) plans, 403(b) plans, employee
stock ownership plans, and profit-sharing plans.
(Source: www.irs.gov/retirement/participant/article/0,,id=211142,00.html)

START SAVING EARLY—AND OFTEN
Although the strategy of saving as much as you can, as soon as you can
is fairly simple, the application doesn’t come as easily as one would
think—especially in times of economic discomfort, or when just beginning a career, or if you’re someone who thinks of retirement as something
that will happen “someday.” However, you cannot argue with results this
strategy gets. The earlier you start, the longer compounding can work for
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you. For example, a 20 year old who saves $200 a month until age 65 and
earns exactly 6% on saved funds annually would have accumulated around
$550,000. But a 40 year old contributing the same amount each month at
the same earnings rate would have accumulated only $138,600 by age 65.
Contribute $200/month to age 65 at different
hypothetical earnings rates
Start at age 20

Start at age 30

Start at age 40

Start at age 50

2%

$174,931

$121,510

$77,764

$41,943

4%

$301,894

$182,746

$102,826

$49,218

6%

$551,199

$284,942

$138,599

$58,164

8%

$1,054,908

$458,776

$190,205

$69,208

(This is a hypothetical example and is not intended to reflect the actual
performance of any specific investment. Earnings are pretax, and may be
subject to income tax when distributed.)

HOW EARLY IS TOO EARLY?
The power of consistent savings and the importance of time in the process
reflected in this table are brought to life by a story shared by Michael L. Costopoulos, CPA/PFS, and Donna L. Helton, CPA/PFS, from Okeechobee, Florida.

Hey! Teenager—Want to Be a Millionaire?
The 1960’s brought us a TV series called “The Wild Wild West.”
The show chronicled the adventure of James West, whose task was
to save the world from a weekly parade of arch-villains. James West
was the James Bond of the 1870s, complete with the whiz-bang gadgets and that suave, special way with the ladies.
In one episode, we find our hero and friends trapped, defenseless,
unable to escape, their demise all but certain (break for TV commercial). His side-kick Artemus Gordon is at a loss for what to do. West
replies, “I’ll improvise, I’ll use what’s available.” He proceeds to pick
up an inconspicuous object, effects their escape, defeats the bad guy,
and gets the girl.
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So what does one of my favorite TV shows have to do with a teenager
becoming a millionaire? Read on.
Financial independence starts with a realistic assessment of where
you are now, what your long-term goals should be and most importantly what it will take to get you there. Many teenagers believe it is
too early or not feasible to start planning that far ahead. Not so—just
take a tip from James West—improvise by using the one resource you
have plenty of: time. Because a systematic savings plan over time is
what is going to get you there.
Let’s say you just turned age 18 and you choose to begin investing
$250 a month, but only for 10 years; that’s 120 payments totaling
$30,000. If you retire at age 67 (which is the normal retirement age for
Social Security if you were born after 1959), and achieve an 8 percent
annual rate of return, your $30,000 would grow to just over $1 million.
On the other hand let’s assume you wait until age 28 to start but then
decide to contribute $250 every month until age 67. That adds up to
$117,000. Assuming you earn the same 8 percent annual rate of return,
who would have more money at age 67—the one who started at age 18
or 28? The answer may surprise you: It’s the 18 year old. In fact, the 28
year old would have only around $800,000.
Now keep in mind that these are simplistic illustrations and do not
represent returns in a specific investment. Your actual return would
be influenced by a variety of factors including volatility, risk level, the
actual interest rates, and investment style. In addition, inflation has to
be factored in. But you have to admit, when you factor in time, it makes
a big difference to start as early in life as possible.
To that point, what would happen if that 18 year old had started 10
years earlier at age 8? Well that same $30,000 could potentially be over
$2.2 million at age 67. So who wants to be a millionaire?
Michael L. Costopoulos, CPA/PFS and Donna L. Helton, CPA/PFS
Costopoulos & Helton, P.A. CPAs and
Copperleafe Wealth Management, LLC
Okeechobee, FL
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How Much Will I Need to Save?
How much you will need for retirement is based upon a number of factors,
including your anticipated expenses as well as desired lifestyle throughout
your retirement years. If you are not covered by a pension plan (or your
planned pension amount is not sufficient) and you need to save for your
own retirement, there are many additional calculators that are available for
free that can help you calculate the amount of money you will need to save
in order to retire comfortably. The answer will be impacted by and will
depend on your annual savings, expected rate of return, and your current
age. Visit www.360financialliteracy.org/Topics/Retirement-Planning/Retirement-Planning-Basics/Retirement-Income and www.360financialliteracy.
org/index.php/Topics/Retirement-Planning/401-k-Plans/401-k-SavingsCalculator to use free calculators to determine how much monthly income
your savings plan may provide you in your retirement—and how much
more you may need to save.

Retirement Planning Strategy
Once you have played around with these calculators, you may have a better
sense of how much your current savings will help, and more importantly
how much more you may need to save for retirement. And in the next chapter, “Retirement Saving,” we will share some insights on how to determine
what savings vehicles may be right for you in that endeavor. But first, let’s
hear again from Michael L. Costopoulos and Donna L. Helton about creating a retirement planning strategy that will help you realize your dreams.

Surviving the Roller Coasters, Stock Markets, and
Retirement Savings
During a time of economic volatility it is even more important to
keep an eye on your retirement funds. Roller coasters are an American tradition. It used to be that you had to buy a ticket to your favorite amusement park to get such thrills and chills. Today you need
only watch the value of your portfolio rise and fall. So where do you
go from here?
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More than ever your focus needs to be on what is best for you, and
amazingly, you are still the most qualified person to make that decision.
After all, it’s your money and your future.
However, prudent investors will seek guidance from a trusted
source for assistance in creating a game plan that is right for them.
So whether it’s formulating goals or time frames, determining risk
tolerance or cash flows, evaluating strategies, or monitoring results,
get informed before proceeding.
Step One: Don’t Panic
I recall the joke about “it’s hard to remember that your job was
to drain the swamp when you’re waist deep in gators!” Likewise,
it’s hard to focus on why you originally invested when you are still
on the investment roller coaster. Regardless of how long you have
been investing, the primary tool for achieving your goal is thinking
objectively. A moment of panic can unravel it all.
Step Two: Back to the Basics
If you are uneasy about your portfolio, it could be that your goals
have changed or your time frame has shortened.
There used to be a commercial with the tag line “set it and forget it!”
Unfortunately, that does not apply to portfolio management. Years ago
you might have selected an aggressive approach for your retirement
account, after all retirement was far away. But today you have concerns
since retirement is just around the corner. Your goal is the same —retirement—but now your time frame is shorter along with being more
nervous about taking on risk.
So do your homework. First update those goals and time frames
and be specific. For example if you are saving for retirement, you
need to be thinking about setting dates, living on a fixed budget, and
other subjects such as health care. Second, what are you willing to
risk to achieve your goals? Do you lean toward preserving principal
or crave capital appreciation? Clarifying your goals and time frames
keeps you focused. Being honest with yourself about your tolerance
for risk lets you sleep at night.

(continued)
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(continued)

Step Three: Match Your Portfolio to Your Game Plan
Ask yourself, how do I expect my current (or proposed) portfolio to
perform in order to help me reach my goals? Is this level of performance realistic given my time frame and willingness to assume
risk? Do I have a margin for uncertainty in my goals, time frame,
or market expectation? Ultimately, if your risk tolerance will not
support your goals, then adjust your goals.
Step Four: Monitor Your Portfolio
A portfolio needs periodic checkups. First, verify that your portfolio
is on track for achieving your goals. If your portfolio is not performing in the range you expected, ask yourself why, or, if you utilize an
advisor, ask them.
Second, review how your portfolio actually performed compared to
how it was designed to perform. For instance, if your portfolio was
intended to track an index like the S&P 500, your results should be
comparable even if it’s a loss. In this example, you may have a concern
about your loss, but remember your portfolio is performing as expected.
When market conditions are discouraging, it’s easy to convince yourself to deal with it later. But then later never comes. So whether you are
planning for retirement, college, or the good life during your retirement
years—keep focusing on your game plan.

Michael L. Costopoulos, CPA/PFS and Donna L. Helton, CPA/PFS
Costopoulos & Helton, P.A. CPAs and
Copperleafe Wealth Management, LLC
Okeechobee, FL

ROLLER COASTER MARKETS,
ROLLER COASTER EMOTIONS
“When market conditions are discouraging, it’s easy to convince yourself
to deal with it later,” is one way that people react to the volatility of the
market. Another reaction that can be just as problematic is one of panic
where you let your emotions take over. The general rule you want to follow
in investing is, “buy low, sell high” but the exact opposite tends to happen
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when markets decline sharply. People panic and sell their positions at the
“low” and then don’t reinvest until the market is “high”…meaning they
“buy high and sell low!” The following story shared by Lisa Germano,
JD, CPA of Virginia illustrates the destruction that emotional responses to
market volatility can have on retirement savings.

Controlling Your Emotions
Bob, an executive at a very large regional company, had a supplemental defined benefit plan where he accumulated close to
$1,500,000. He did this methodically over many years. This executive was very investment savvy and had a very nice salary and a
comfortable lifestyle.
His goal was to hold the money in this supplemental plan and not use
it in his retirement years until he had used his taxable assets first. He
was using the benefit of the plan’s tax-deferred earnings to accumulate
more inside the plan. He was not expecting to need this money until well
into his retirement years.
Bob invested this money conservatively, but still had assets inside the
plan that were subject to the risk of the market. He wanted to get the
upside to the growing markets and thus kept a large amount of stocks
(equities) in his asset allocation because he didn’t think he would need
the money soon and wanted to have the portfolio grow at a rate with the
stock market.
By the time he was 65, Bob was ready to retire and looked to his CPA
to determine if the amount of income he would have would be sufficient
to retire and maintain the lifestyle he and his wife had become accustomed to. He included the defined benefit plan assets in the total value
of his retirement nest egg.
This executive had planned very carefully to retire. He worked closely
with the administrator of his retirement plan and his investment advisor.
He invested the money for the most part himself, but used an investment
advisor when he had specific questions. The advisor worked with him to
execute his investment decisions.

(continued)
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(continued)

In October of 1987, the market took the worst downturn it had seen
in many years. In fact, it was the worst downturn the executive had
experienced in his lifetime. He was watching his retirement income
dwindle during the worst day of the market swing and he started calling
everyone he knew for advice. After speaking with everyone at least
once, and against all of their advice, he sold out of almost all the equity
positions in his portfolio. As the market tanked that day, he could not
bear to watch the value of his retirement money decrease at such a fast
pace so he chose to sell out. His emotions raged. He didn’t take the
advice of people he trusted.
The stocks he sold returned to their pre-downturn values by the end of
the 12 months following the dramatic market downturn. However, Bob’s
portfolio never recovered because he had sold his equity positions and
moved to holding all cash; therefore, he incurred realized losses on his
entire portfolio. If he had never sold his positions, his losses would have
been unrealized—in other words, as the market rebounded and regained
its value to levels it had been before the crash, his account would have
rebounded as well.
But because he had converted to cash, Bob was never able to regain
his market position. By selling at the downturn and not buying back just
as fast while the market was low, he found himself in a cash position as
he watched his former equity positions regain their value. Often, individual investors want to manage their own money without the trusted
advice of others. That is what Bob did in this case. At the end of the day,
Bob’s situation was difficult but it did not prevent him from retiring. He
was fortunate in that he had accumulated other assets to rely upon for
his retirement. Not everyone is that lucky.
Bob has enjoyed his retirement years but still regrets the emotion of
that day. He has often talked about wanting to educate others about
the perils of making decisions in a high-emotion environment and the
importance of learning from those who do not have the emotion in the
decision but have years of experience and years of trusted relationships.
Saving for retirement requires discipline in not only establishing the
habit of consistent saving but also learning how to put emotions in
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check when markets have a wide swing that you don’t understand. It
is important to surround yourself with trusted advisors, like your CPA,
to lean on when there is uncertainty to deal with and to discipline
yourself to take their advice—whether the advice is to tighten your
belt and save more, or hold back on selling your assets during an
uncertain market swing.
Lisa Germano, CPA, JD, CGMA
President and General Counsel at Actuarial Benefits & Design Company
Midlothian, VA

IMPORTANCE OF TRUSTED ADVISORS
Throughout this book you will hear the familiar ring of finding “trusted
advisors.” Finding a good advisor may be the most important thing you
can do to help yourself plan for retirement. Many people assign an asset
allocation when they start their retirement plan but then never revisit that
allocation, even when their circumstances change. You may find yourself at
a very different income level, you may have a disabled child, your children
may be grown and on their own, or you may be in a second marriage. A
sharp swing in the market as described earlier also suggests a call to your
trusted advisor. All of these types of life events, as well as others, call for a
needed review of your retirement plans. The allocation of your assets within
your plans should be reviewed with your advisor when these life events
occur (as well as on a regular recurring basis) in order to position you to
maximize your retirement earnings while aligning your portfolio with the
appropriate risk tolerance you are willing to accept. Mackey McNeill, a
CPA from Kentucky, shares how one man’s trip to his advisor saved him
from financial destruction.

Investing Allocation for Retirement Funds
Sam was 58 when he walked in my office. When I asked him why he
had chosen this time to consider financial planning, he said, “I want
(continued)
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(continued)

to retire tomorrow! I have been working in the family business since
I was 22, and I am burnt out and ready for something new.”
Sam and his new bride, Tina, decided to ask for our help in their financial planning process, to help them sort through their priorities and
put a plan together for their joint goals. While many goals came to the
surface during the planning process, for Sam, none was more important
than retirement.
It was early 2008 when we began the financial planning process,
none too soon for Sam to take an in-depth look at his goals and how his
portfolio supported them, or didn’t. Sam had been saving and investing
for over 20 years, but had never considered the changes that might be
necessary for his portfolio to sustain his retirement.
As we analyzed Sam’s portfolio, we found that 30% of his assets were
invested in a Chinese fund. When I asked Sam about the fund, he told
me proudly he had purchased it a few years prior and had made a lot
of money holding this fund. In addition I noted that Sam was 100%
invested in stocks. He had no bonds or alternative assets such as real
estate or commodities.
He had studied investing and knew the historical data; stocks outperform bonds over time, so he felt that staying in all stocks would provide
for a healthy retirement. As we talked further, I could see Sam was a bit
emotionally attached to the Chinese fund.
My first reaction to his portfolio was one of great concern, as I saw
it as a time bomb just waiting to derail his retirement. Rather than
setting him up to retire comfortably, his portfolio could end up forcing
him to go back to work.
As part of the financial planning process, we used a Monte Carlo
simulation to educate Sam about the volatility of his portfolio. A Monte
Carlo simulation is a computerized mathematical technique that allows
you to account for risk in quantitative analysis and decision making. We
wanted to furnish our client with a range of possible outcomes and the
probabilities they each would occur for any choice of action he took.

270

Chapter 15: Retirement Planning

It showed the extreme possibilities—the outcomes of going for broke
as well as the most conservative decision—along with possible combinations for middle-of-the-road decisions. The simulation measured
the likely volatility based on historical data combined with his asset
allocation before investing.
While it is true that stocks have outperformed bonds historically,
they also have significantly more volatility. We then looked at the cash
flow he would need his portfolio to produce in order to meet his retirement goals. After looking at the data, Sam was clear that being 100%
invested in stocks was not the best portfolio that would allow him
to accomplish his goals. Charting the volatility also enabled Sam to
determine that a little bit of China might be a good thing, but too much
could convert a peaceful retirement into a wild ride.
Fortunately for Sam, he made the decision to reposition his portfolio
to one of 70% stocks and 30% bonds just two months before the market
correction in the fall of 2008—a correction which eventually drove
stocks down 46%. If Sam had not chosen to make this change in his
portfolio when he did, he would probably be working today instead of
enjoying his retirement.
So what can we learn from Sam?
• Investing is a long-term process.
• Your goals should drive your investment policy.
• Return is only part of the equation, volatility and cash flow
matter too.
• While you can’t know future return, you can use history
to provide past return and volatility data for modeling
possible outcomes.
• Financial planning is a net positive investment.
Mackey McNeill, CPA/PFS
Mackey Advisors™
Covington, KY
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IN SUMMARY
When realistically planning for retirement, it is important to recognize that
it is the amount of money that you have available (more than any other
factor), that will dictate most of your retirement decisions. When will you
retire? What type of lifestyle will you and your family enjoy during retirement? What will be left for your heirs? Start by reviewing the following
five steps:
1. Lifestyle Expenses. What do you project your living expenses cost
when you retire? It is very important to be realistic.
2. Time Horizon. What is your current age and at what age do you want
to retire? The answers to these questions will help you address the
amount you need to start saving each year as well as the risk tolerance
you can accept on your investments.
3. Portfolio Allocation. How will you invest your retirement savings,
and how often will you review this allocation? Are you using a realistic rate of return in projecting the growth of your investments?
4. Tax Considerations. Are you taking full advantage of tax-deferred
retirement and estate planning opportunities?
5. Estate Planning. Have you properly planned for the end of your
life? Do you have an estate plan, a will, and what you want to leave
to your heirs?
Most people do not plan to fail—they just fail to plan. A sound financial
plan can be the difference between meeting one’s retirement objectives and
facing the discouraging surprise of one caught unprepared and with too
little time remaining to change their financial course. While the options are
numerous and at times confusing, it is important to take the time and find
the right advisor to help you address your retirement plan.
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“Don’t simply retire from something; have something
to retire to.”
- Harry Emerson Fosdick

“Retirement is wonderful if you have two essentials–—much to
live on and much to live for.”
- Author Unknown
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O

nce you know how much you need to save to meet your retirement
goals, you will want to decide what retirement savings vehicle is best for
you. You may find that the best plan is actually a combination of the options
available. This section outlines the various plans and how they may assist you
in your savings efforts.

WHAT PENSION PLAN DO I CHOOSE?
For those of you covered by traditional pension plans, congratulations!
However, there are still choices that you need to make as it relates to
providing for your retirement income. Choosing between the various
pension options can be a difficult task. Choosing an option that guarantees your spouse pension benefits after your death means extra security
but also lower monthly benefits. In contrast, choosing a pension option
that will only pay through your lifetime can provide larger monthly
payments, but may require you to have a lump sum of savings to protect
your spouse if she outlives you. For a calculator that will help you
decide which pension option works best for your particular retirement
needs visit: www.360financialliteracy.org/Topics/Retirement-Planning/
Retirement-Planning-Basics/Pension-Plan-Retirement-Options.

TAKE ADVANTAGE OF YOUR EMPLOYER PLANS
Chances are your employer offers a 401(k), 403(b), or similar retirement
savings plan. You can contribute up to $17,000 to a 401(k) plan in 2012.
And if you’re 50 years old or older, you can make additional “catch-up”
contributions of up to $5,500, for a total of $22,500 in 2012.

401(k) Plan. is a defined contribution plan where an employee can
make contributions from his or her paycheck either before or after-tax,
depending on the options offered in the plan. The contributions go into
a 401(k) account, with the employee often choosing the investments
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based on options provided under the plan. In some plans, the employer
also makes contributions such as, matching the employee’s contributions up to a certain percentage. SIMPLE and safe harbor 401(k) plans
have mandatory employer contribution requirements.
(Source: www.irs.gov/retirement/participant/article/0,,id=211142,00.html)

Since the deductions from your paycheck are pretax, you’ll enjoy an
immediate tax savings when you contribute to one of these plans. For
example, if your effective income tax rate is 30%, a $22,500 annual pretax
contribution will only “cost” you $15,750 once the tax benefit is factored in.
Of course, you’ll have to pay income tax when you start receiving distributions from the plan, but it’s possible you’ll be in a lower tax bracket at that
time (note that distributions made prior to age 59½ may be subject to a
10% additional penalty tax unless an exception applies). Your employer’s
plan may also allow you to make additional Roth contributions. There’s no
immediate tax benefit to Roth contributions (contributions are made with
after-tax dollars), but qualified distributions are entirely free from federal
(and most states’) income tax.
Even if you can’t contribute the maximum allowed, you should at least
try to contribute as much as necessary to get any matching contributions
that your employer offers. This is essentially free money. However, depending on your employer’s plan you may need to work up to six years before
you’re fully vested in (that is, before you fully own) your employer matching contributions. You will want to familiarize yourself with your plan’s
vesting requirements.
The benefits of contributing to your 401(k) are brought home in the
following story by Jeremy Dillard, a CPA from California who learned the
benefits of maximizing his contributions to his 401(k) while his co-workers
did not. He compares your individual 401(k) contribution to a cake, and the
employer match to the icing on that cake.
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The Long-Term Benefit of a 401(k)
I remember my first full-time job. It was for a large company and
several of us were hired around the same time. As part of the newhire paperwork there was a form to enroll in the company’s 401(k)
retirement plan. I wasn’t sure about it at first and was informed the
company matched the first 6% of an employee’s wages that they
contributed to the 401(k) plan it was basically “free money” the
company paid in addition to whatever an employee saved.
In chatting with coworkers, I learned that some of the other new
employees had decided to contribute the maximum rate (15% of their
wages) and others had chosen to not participate in the plan at all. So
I decided that free money was basically a good thing and signed the
401(k) plan enrollment form and set my contribution rate set at 6% so I
would also get the full employer match to my contribution.
A few months later a new year had started and I received a Form W-2
from my employer. I pretty much knew how much to expect as taxable
earnings, but was pleasantly surprised to see a much lower amount.
I was thrilled to see that my taxable earnings were less than I had
expected. That meant I’d either owe less in income taxes or, as I hoped,
receive a larger refund when I filed my tax return.
So I started thinking about this fortuitous discovery and did some
quick math in my head. Between the federal and state income tax rates,
I was probably paying a combined tax rate of about 30%. That meant
for every $1,000 earned, I would pay about $300 in taxes. However,
that also meant for every $1,000 I earned and then chose to contribute
to the 401(k) plan, I would be saving about $300 in taxes.
Then I considered the investment side of contributing to the 401(k)
plan. If I kept my $1,000 of wages, I’d end up with about $700 in my
checking account. If I contributed the $1,000 of wages to the 401(k)
plan, it would stay at $1,000 in my retirement account. So by saving
some wages in the 401(k) plan, I was able to turn $700 into $1,000 (a
43% profit!). I realized the smartest move was to contribute as much as
I could afford to my 401(k) account.
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I started making small changes to the percentage that I contributed
to the retirement account—at first only from 6% to 7%. I noticed that
while this change increased my contribution by about $50, I was only
seeing a $35 drop in my paycheck. This made sense, since every dollar
that I paid to myself was also a dollar that wasn’t being taxed.
Eventually, I learned to keep my personal expenses about the same
and began to increase my contributions to the 401(k) account with each
annual raise or promotion. About six years have passed since I began
working for my employer and my 401(k) account balance has grown
significantly. I recently did a simple analysis and learned that for every
dollar I saved in the retirement account, the employer contributed about
a nickel so my savings increased by 5% by maximizing the employer
match! Even more exciting is that when I see my retirement account
balance, I have peace of mind. I’m not as worried about my financial
future as many of my coworkers.
I’ve had occasional conversations with them about our respective
retirement accounts. Most of them have never changed their original
contribution rates and, accordingly, most haven’t saved much for their
retirement. The few that do contribute at the maximum rate share my
confidence of knowing that we’re doing the right thing for our future.
When new employees join our company, I share these insights on
saving for retirement—usually with a simple analogy to a slice of cake.
The tax deferral on my contributions to the 401(k) plan is the cake
and the company’s match to the 401(k) plan is the frosting. While
many people tend to view the company’s matching contribution as the
best part of the 401(k) plan, it’s truly more like frosting on a cake (it’s
a complement to your retirement savings, but your savings are the
underlying foundation). By contributing the maximum amount allowed,
you are building a great foundation—or baking a great cake—that can
be enjoyed with or without frosting.
Jeremy Dillard, CPA
Rivera, Jamjian & Dillard, LLP
Los Angeles, CA
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NOT SO EARLY IN LIFE? IT IS NEVER TOO LATE!
Very few people are as prudent as Jeremy and start saving for retirement
with their very first job. In fact there are far too many people who wait far
too long to start saving for their retirement. Often, the longer they wait, the
harder it becomes. Wayne E. Silverman, a CPA from Illinois, was disturbed
by the number of his clients who found themselves in this very situation. He
came up with a plan to help them conquer their fears and start building their
nest eggs that involved “out of sight, out of mind!”

Out of Sight, Out of Mind, And Into the Account
Early in my career as a CPA I would meet with many individuals and we would discuss their financial situations. Inevitably the
conversation would turn to retirement planning and retirement
savings. Many people who worked hard their entire lives indicated
that they had done very little to save for retirement. They knew that
social security alone would not be enough to help them sustain their
lifestyle and that they needed help. While I knew the value of getting
compounded returns over many years, many of these people were
already in their 50s or 60s, and this traditional plan would not be
good enough. It wasn’t as easy as saying, “put aside a percentage of
your salary and put it into savings. If your employer offers a 401(k)
plan, please sign up for it and take advantage of the employer match
and take advantage of the tax benefits that come along with contributing to a qualified plan.” There weren’t enough years left to do this
to allow for a comfortable retirement. Yes, I told them to go ahead
and do all these things, but that alone would not be enough. It really
bothered me that so many people I was meeting with did not have
adequate savings for retirement.
Based on most of the information that I had read, to have a comfortable retirement people need to have 80% of their pre-retirement income.
When you subtract Social Security and pensions from that 80%, the
remaining amount of income you need requires about 20 times that
amount in savings to allow for you to draw an adequate income for
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the remainder of your life. In simple mathematics, if a married couple
prior to retirement had income of $100,000 they would need $80,000
in gross retirement income. If Social Security was to provide them with
$30,000 and they did not have any pensions, they would have to cover
the additional $50,000 of income from their retirement savings in order
to maintain their lifestyle. For a couple retiring at age 65 they would
need 20 times that $50,000 or approximately $1 million in retirement
savings in order to maintain their standard of living. The question, and
therefore the problem to be solved, is with their $100,000 of current
income, which for the most part they were also currently spending, how
would they be able to save enough to achieve the $1 million?
As I was discussing their retirement needs, I would ask them out of
curiosity, not as a matter of judgment, why they had not been saving.
The standard answer was that the cost of living required them to eat up
most of, if not all of, their take home pay. Yes, many of these couples
were used to making $50,000 or $60,000 and over the course of years
they had received raises, but the raises went toward additional living
expenses. As a matter of course, they tended to move into larger houses,
build expansions on to existing houses, buy a little nicer car, and take
on additional obligations. In other words, it became clear to me that
their spending grew to fit their income. I realized that if these same
people would save for retirement prior to having the additional dollars
to spend, they might not notice the additional income and might not
expand their expenses accordingly.
What started with a very simple idea of, “please contribute to your
401(k) plan or please contribute to a tax deductible IRA,” became a
new conversation of, “contribute to the level you can now, but let’s set
one additional goal.” That additional goal was that every time you
receive a future pay raise take half of that pay raise, and before it hits
your pocket and becomes part of your ongoing expenses, choose to add
it instead to your retirement savings, your 401(k) plan, your IRA, or to
outside retirement savings. In other words, “out of sight…out of mind”
I recommended that they save it before they had a chance to receive it.
(continued)
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(continued)

And it worked! The client I was working with who was making
$50,000 a year at the time, was able to contribute only $100 a month
into his 401(k) plan, or $1,200 annually. With this new plan and over
the course of the years when his salary increased from $50,000 to
$60,000 he started contributing the original $100 per month plus an
additional $5,000 per year. His annual 401(k) contribution increased to
$6,200 from the original $1,200. This allowed my client to also qualify
for more employer match in his 401(k) plan, which created even more
savings toward retirement. He called this match “free money.” The
entire $6,200 of his contributions served as a tax deduction and reduced
his taxable income. As this individual continued to receive future salary
increases to $70,000 and then $80,000, he continued the practice of
adding 50 percent of each raise to his retirement contributions. While
this did not happen overnight, he now finds himself earning $80,000 a
year, and contributing close to the maximum allowed into a 401(k) plan.
By contributing $16,200 a year, and allowing for compounded growth,
this individual has a much greater chance of achieving his retirement
goals than when he was contributing only $1,200 per year.
This very simple concept—start saving for retirement younger in life,
and contributing what you can to a retirement plan—is important to
help you achieve your retirement goals. I would recommend a qualified
retirement plan such as a 401(k), a SIMPLE Plan, or a tax deductible
IRA, but if you cannot contribute to one of these qualified plans, or if
you are already contributing the maximum amounts allowed to these
plans, I would still recommend having additional retirement savings
using this simple formula. Contribute what you can, and every time you
receive a raise, take half of that raise and put it into savings and enjoy
the other half and allow that to be your additional increase of what is
available for your consumption.
I have found over the course of years that this is the best single piece
of advice that I can give to clients. I try to educate my clients when they
are young to follow this pattern, but even when clients come to me in
their 40s or 50s and tell me that they can’t save, I still recommend this
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formula. At the point of retirement not everybody will be able to accumulate that 20 times the income shortfall that I believe they need, but
they are substantially closer to it through this savings method. For those
that have started early, by the time they retire, they may find they have
well in excess of 20 times the income shortfall and have even a more
comfortable retirement than they ever imagined.
Wayne E. Silverman, CPA/PFS
Manning Silverman & Company
Lincolnshire, IL

OTHER RETIREMENT PLANS
In the prior example, Wayne Silverman mentioned qualified retirement
plans in addition to the 401(k) plan. In planning for retirement it is important to consider all the options available to you, both those offered by your
employer as well as plans you may be able to utilize on your own. After
reviewing your options you can then chart the course to save for retirement that works best for you. Later in the chapter we will share a planning
strategy that may help you in this journey.

HOW CAN I PLAN FOR RETIREMENT IF MY
EMPLOYER DOESN’T OFFER RETIREMENT
BENEFITS?
If your employer doesn’t offer retirement benefits, in many cases, your first
step should be to open an “individual retirement arrangement (popularly
known as an IRA) and contribute as much as allowable each year. An IRA
is another option for a qualified (tax-deferred) retirement plan. Because of
the potential for tax-deferred, compounded earnings, IRAs offer similar
long-term growth opportunities as employer-sponsored plans. In addition,
you may qualify for tax-deductible contributions or tax-free withdrawals,
depending on whether you invest in a traditional IRA or a Roth IRA.
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Individual Retirement Arrangement (IRA). An individual account or annuity set up with a financial institution, such as a bank or a mutual fund
company. Under federal law, individuals may set aside personal savings up to a certain amount, and the investments grow, tax-deferred. In
addition, participants can transfer money from an employer retirement
plan to an IRA when leaving an employer. IRAs also can be part of an
employer plan.
(Source: www.irs.gov/retirement/participant/article/0,,id=211142,00.html)

Roth IRA. A Roth IRA is an IRA that, except as explained below, is subject to the rules that apply to a traditional IRA.
• You cannot deduct contributions to a Roth IRA.
• If you satisfy the requirements, qualified distributions are tax-free.
• You can make contributions to your Roth IRA after you reach
age 70½.
• You can leave amounts in your Roth IRA as long as you live.
• The account or annuity must be designated as a Roth IRA when it
is set up.
The same combined contribution limit applies to all of your Roth and
traditional IRAs. Your Roth IRA contribution might also be limited based
on your filing status and income.
(Source: www.irs.gov/retirement/article/0,,id=137307,00.html)

In 2012, you could contribute up to $5,000 to an IRA. You could also
make catch-up contributions to an IRA if you’re 50 or older—up to an
additional $1,000 in 2012.
Your contributions to a traditional IRA may also be tax deductible if
neither you nor your spouse is covered by an employer retirement plan, or
(if either of you are covered by such a plan) your income falls within specified limits. Like pretax 401(k) contributions, deductible IRA contributions
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can result in an immediate tax savings. Also like 401(k) plans, withdrawals
made prior to the age 59½ may be subject to an additional 10% penalty tax
unless an exception applies.
But even if you can’t make tax deductible contributions to a traditional
IRA, you can generally make nondeductible (after-tax) contributions. Even
though there are no up-front tax benefits, your contributions will not be
taxed when you start receiving benefit payments. In addition, any earnings
on the funds within the IRA will grow tax-deferred until distributed. This
deferral on the earnings within the fund could generate significant savings
for you, if you expect your tax rate to be lower upon retirement.

THE ROTH IRA—A PLAN WITH
TAX-FREE EARNINGS
If your income is within prescribed limits you can make after-tax contributions to a Roth IRA. (In 2012, the phase-out range is based on modified
adjusted gross income (MAGI); for singles the range is $110,000–$125,000
and for married filing joint it is $173,000–$183,000. If your income is
higher than $125,000 (single) or $183,000 (married filing jointly), no
deduction is available to you.) In this case, even the earnings within the
Roth IRA are tax-free if your later distribution is qualified. Distributions are
qualified if you satisfy a five-year holding requirement, and the distribution
is made after you reach age 59½, become disabled or die, or if the funds
are used to purchase your first home (up to $10,000 lifetime). In addition,
Jeremy Roy from Massachusetts highlights a very important benefit provided by the Roth IRA in the following story.

Withdrawal Benefits of a Roth IRA
There are numerous tax, investment, and financial planning benefits
of contributing to a Roth IRA. However, one of the most beneficial
aspects of this investment vehicle seems to get buried in IRA confusion and is often overlooked. If more people realized that this one
feature existed, there is no doubt that more people would contribute
to Roth IRAs today.
(continued)
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(continued)

Because an individual contributes after tax dollars to a Roth IRA
(unlike a traditional IRA or 401(k) which allows a pretax contribution)
there are no tax or penalty consequences for taking a withdrawal of the
amounts contributed (it is basically considered a return of basis, i.e.,
your investment). All of the “five year holding period,” and “qualified
distribution rules that are most often discussed regarding Roth IRA
withdrawals apply only to distributions of earnings, not distributions of
basis. Here is an example:
Aubrey qualifies and makes her first contribution to a Roth IRA of
$5,000 for tax year 2011. She invests the money in a money market
account at her local bank. In one year the total value of her Roth
IRA is $5,165 (basis plus interest earned). At any time, Aubrey can
access funds up to her basis ($5,000) without incurring any tax or
penalty consequences. The only time the distribution rules apply, is
when she withdraws any of the earnings ($165) on her Roth IRA.

This situation provides a unique investment, tax, and financial planning tool for taxpayers who qualify to contribute to a Roth IRA. If an
individual has any funds sitting in a non-tax-deferred investment vehicle
(“rainy day,” emergency, general savings, etc.) and can qualify to make
a Roth IRA contribution, he or she should seriously consider doing so.
A Roth IRA generally allows all of the same types of investment choices
and withdrawal features (of basis) as an ordinary taxable account, plus
there will be no tax on the annual earnings from the investment. Here’s
an illustration:
Aubrey and Drew have a joint certificate of deposit (CD) at a
local bank worth $8,000. This account was set up as a household
emergency fund in case they needed to make immediate emergency
repairs to their home. The interest rate yield on the CD is 6.25%,
thus their annual interest income from the investment is $500. They
are in the 25% tax bracket and thus pay tax of $125 on that income,
netting them a $375 realized return on their investment. If they had
instead chosen to take that $8,000 and each contributed $4,000 to
a Roth IRA, they would have had the same access to the funds as
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before, plus they would have been able to realize the entire $500
return on their CD investment.

For purposes noted in the previous examples, it is especially important to keep accurate records of amounts contributed, dates contributed,
the tax year of contributions, amounts of withdrawals, and dates of
withdrawals relating to the Roth IRA. It is also important to note that
this benefit of withdrawals from a Roth IRA is just one of the many
advantages and intricacies of the Roth IRA. It would be wise to contact
a tax advisor to discuss the details regarding any specific situation.
Please note these other relevant items regarding the Roth IRA:
• 2012 tax year contribution limit for individuals was $5,000
($6,000 if age 50 or older), or gross income from compensation
(whichever is smaller).
• 2012 tax year phase out limit for individual returns begins when
modified adjusted gross income (MAGI) reaches $110,000
($173,000 for joint returns).
• 2012 tax-year deadline to make a qualifying contribution is
April 15, 2013.
• There is no age limit to make contributions to a Roth IRA.
The Roth IRA can become a beneficial part of any individual’s financial structure.
Jeremy T. Roy, MST
Cowan Bolduc Doherty CPAs & Advisors
North Andover, MA

OPTIONS FOR SMALL BUSINESS OWNERS
If you’re a small business owner thinking about your employees’ as well as
your own retirement planning needs and reviewing retirement plan options,
you should also consider a simplified employee pension plan (SEP). A SEP
allows you to make retirement contributions to traditional IRAs (SEPIRAs) set up for yourself and each eligible employee. (If you don’t have
employees, you can establish a SEP for yourself alone.) Your contributions
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are deductible from your business’s income, and excluded from your
employees’ income. Virtually any business owner can establish a SEP. It
is important to note that SEP contributions are put in by the employer but
become 100% vested to the employee immediately. An employee could
withdraw the funds the next day, pay the tax and penalty (if younger than
59½), and the employer would have no recourse.

Simplified Employee Pension (SEP) IRA. A plan in which an employer contributes on a tax-favored basis to IRAs owned by its employees. If the employer meets certain conditions, it is not subject to
the reporting and disclosure requirements of most retirement plans.
Under a SEP, an IRA is set up by or for an employee to accept the
employer’s contributions.
(Source: www.irs.gov/retirement/participant/article/0,,id=211142,00.html)

A number of other types of retirement plans can be established by small
business owners, including 401(k) plans, profit-sharing plans, defined benefit plans, and SIMPLE (savings incentive match plan for employees) IRAs.
If you have no employees (other than your spouse) and don’t anticipate
having any in the near future, a solo 401(k) plan may be a better choice;
it may allow a higher deductible contribution than a SEP. For example, if
you’re incorporated, you can receive an employer contribution of up to
25% of your W-2 income (to $250,000 in 2012, like a SEP).In addition,
you can make up to $17,000 of pretax employee contributions (plus an
additional $5,500 of catch-up contributions if you’re age 50 or older). Total
contributions (employer and employee) are limited to $50,000 in 2012,
plus any catch-up contributions (or, if less, 100% of your salary, or W-2
compensation).
Unlike a SEP, a solo 401(k) can allow plan loans and Roth contributions. And because a solo 401(k) doesn’t cover any regular employees, it’s
simpler to administer than a regular 401(k) plan (because the Employee
Retirement Income Security Act of 1974 [ERISA] does not apply).
286

Chapter 16: Retirement Saving

403(b) and 457 Plans
A 403(b) plan is a retirement plan similar to a 401(k) plan, but one which
is offered by non-profit organizations, such as universities and some charitable organizations, rather than corporations. A 457 plan may be offered
by governmental and certain non-governmental employers. Both plans are
similar to the 401(k) and allow tax-deductible employee contributions, taxdeferred earnings growth, and with some plans, loans against the balance of
the account.

RETIREMENT PLANNING USING ANNUITIES
Another tax-advantaged option to consider is annuities. Generally purchased from a life insurance company, a typical annuity features the potential for tax-deferred growth and provides either fixed or variable payments
beginning at some future time (usually retirement). Depending on the type
of annuity, you may have several options as to how you ultimately take
distributions. Annuities constantly change as life insurance companies add
or subtract features. In considering an annuity it is important to understand
the cost structure of the annuity as well as the stability of the company
offering it.

RETIREMENT PLANNING WITH
TRADITIONAL INVESTMENTS
Finally, don’t forget about traditional investments (e.g., money market
accounts, treasury bills, bonds, stocks, bonds, mutual funds, real estate). If
it appears that traditional retirement vehicles may not provide enough funds
for you to be able to retire with the lifestyle you desire, building assets
through traditional investments can become an essential part of your retirement planning. Most traditional investments are taxable, but they can still
help you over the long term. The specific types of investments you select
will depend on your own risk tolerance, time horizons, liquidity needs,
and goals for retirement. A financial professional can help you construct a
portfolio that makes sense for you. Please refer to chapter 18 for advice on
how to find good advisors.
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SO MANY OPTIONS…HOW DO I CHOOSE?
The options for retirement can be confusing, so we have put together a simplified roadmap to help you in your review. As you educate yourself about
the various options available to you, remember to ask for help from trained
professionals. With their help you can structure a personal financial plan
that will speed you on your way to being able to retire with peace of mind.

However, putting money away does not mean putting money away
and forgetting it. Reviewing your retirement goals, your retirement
savings, and your mix of retirement vehicles on a regular basis is very
important. You may want to schedule regular check-ups with your CPA to
assist you in this review.1
1
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IN SUMMARY
No matter what plan, or combination of plans, you choose to create the
fund for your retirement, it is important to make saving a priority in your
life. Saving even a little money can really add up if you do it consistently.
Consider ways to free up more money to save for retirement—by reducing
discretionary spending, or assigning future pay increases to your retirement
funds as referenced in the previous example. You may realize the need to
put retirement ahead of competing goals, even important goals like saving
for your child’s education. Does this sound severe? When you realize that
you can borrow for your child’s education, but you cannot borrow for your
retirement, it may emphasize the importance of placing a high priority on
planning for your future retirement needs.
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“The fear of death follows from the fear of life. A man who
lives fully is prepared to die at any time.”
- Mark Twain

“A man’s dying is more the survivors’ affair than his own.”
- Thomas Mann, The Magic Mountain
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W

hat may seem like a depressing subject, planning for the end of your
life, may actually give you the confidence and peace of mind that will allow
you to enjoy life today. Never before has the saying, “think and plan with the
end in mind” been more appropriate.

ISN’T ESTATE PLANNING ONLY FOR THE RICH?
In a word: no. Estate planning allows you, or anyone, to implement certain
tools now to ensure that your concerns and goals are fulfilled after you die.
Your objective may be to simply make sure that your loved ones are provided for. Or you may have more complex goals, such as avoiding probate
or reducing those dreaded estate taxes.
Estate planning can be as simple as implementing a will (the cornerstone of any estate plan) and purchasing life insurance, or as complicated as
executing trusts and exploring other sophisticated tax and estate planning
techniques. Therefore, estate planning is important whether you are wealthy
or have only a small estate. In fact, estate planning may be more important
if you have a smaller estate because final expenses will have a greater
impact on your estate. Wasting even a single asset may cause your loved
ones to suffer from lack of financial resources.
Will. A will is the legal instrument that permits a person, the testator, to
make decisions on how his estate will be managed and distributed after
his death. A will, sometimes called a “last will and testament,” disposes
of both real and personal property. If a person does not leave a will, or
the will is declared invalid, the person will have died intestate, resulting in the distribution of the estate according to the laws of the state in
which the person resided. A will serves a variety of important purposes.
It enables a person to select his heirs rather than allowing the state
laws of descent and distribution to choose the heirs, who, although
blood relatives, might be people the testator dislikes or with whom he
is unacquainted. A will allows a person to decide which individual could
best serve as the executor of his estate, distributing the property fairly
to the beneficiaries while protecting their interests, rather than allowing
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a court to appoint a stranger to serve as administrator. A will safeguards
a person’s right to select an individual to serve as guardian to raise his
young children in the event of his death.
(Source: http://legal-dictionary.thefreedictionary.com/will)

You may also want to plan your estate if you have special circumstances
such as any of the following:1
• You have minor or special needs children.
• Your spouse is uncomfortable with or incapable of handling
financial matters.
• You have property in more than one state.
• You have special property, such as artwork or collectibles.

SO WHERE DO YOU START?
There are some simple steps that can help you gather your information, create
the plan that is right for you, and implement it. The following graphic outlines
the steps you need to take to create the estate plan that is right for you.

(Source: www.360financialliteracy.org/index.php/Topics/Retirement-Planning/Estate-Planning-Basics/Steps-to-estate-planning-success)

Source: www.360financialliteracy.org/Topics/Retirement-Planning/Estate-Planning-Basics/Isn-t-estateplanning-only-for-the-rich
1
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ESTATE PLANNING FOR ALL AGES
By definition, estate planning is a process designed to help you manage
and preserve your assets while you are alive, and to conserve and control
distribution of those assets after your death according to your goals and
objectives. But specifically what does estate planning mean to you? That
depends on who you are. Your age, health, wealth, lifestyle, life stage,
goals, and many other factors determine your particular estate planning
needs. For example, your estate may be small and your only concern that
certain people receive particular things. In that case, a simple will is probably all you’ll need. Or, you may have a large estate, and minimizing any
potential estate tax impact may be your foremost goal. Here, you’ll need to
use more sophisticated techniques in your estate plan, such as a trust.
To help you understand what estate planning means to you, the following sections2 address some estate planning needs that are common among
some very broad groups of individuals. Think of these suggestions as
simply a point in the right direction, and then seek professional advice to
implement the right plan for you.

Over 18
Since incapacity can strike anyone at any time, all adults over 18 should
consider having:
• A durable power of attorney: This document lets you name someone
to manage your property for you in case you become incapacitated
and cannot do so.
• An advanced medical directive: The three main types of advanced
medical directives are (1) a living will, (2) a durable power of
attorney for health care (also known as a health-care proxy), and (3)
a do not resuscitate (DNR) order. Be aware that not all states allow
each kind of medical directive, so make sure you execute one that
will be effective for you.

Source: www.360financialliteracy.org/Topics/Retirement-Planning/Estate-Planning-Basics/EstatePlanning-An-Introduction
2
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Young and Single
If you’re young and single, you may not need much estate planning. But if
you have some material possessions, you should at least write a will. If you
don’t, the wealth you leave behind if you die will likely go to your parents,
and that might not be what you would want. A will lets you leave your possessions to anyone you choose (e.g., your significant other, siblings, other
relatives, or favorite charity).

Unmarried Couples
You’ve committed to a life partner but aren’t legally married. For you, a
will is essential if you want your property to pass to your partner at your
death. Without a will, state law directs that only your closest relatives will
inherit your property, and your partner may get nothing. If you share certain
property, such as a house or car, you may consider owning the property as
joint tenants with rights of survivorship. That way, when one of you dies,
the jointly held property will pass to the surviving partner automatically.

Married Couples
For many years, married couples had to do careful estate planning, in order
to take advantage of their combined federal estate tax exclusions. A new
law, sometimes referred to as “portability rules,” and passed in 2010, allows
the executor of a deceased spouse’s estate to transfer any unused estate
tax exclusion amount to the surviving spouse without such planning. This
provision is effective for estates of people dying after December 31, 2010
and before January 1, 2013.

Portability allows a surviving spouse to use a predeceased spouse’s unused applicable exclusion amount, effectively doubling the amount that
a married couple can pass to their beneficiaries free of tax.
(Source: www.fortenberrylaw.com/portability-estate-tax-law/)
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You may be inclined to rely on these portability rules for estate tax
avoidance, using outright bequests to your spouse instead of traditional
trust planning. However, portability should not be relied upon solely for
utilization of the first-to-die’s estate tax exemption, and a credit shelter
trust created at the first spouse’s death may still be advantageous for
several reasons:
Credit Shelter Trust (CST). With a credit-shelter trust (also called a
bypass or family trust), you write a will bequeathing an amount to the
trust up to but not exceeding the estate-tax exemption. Then you pass
the rest of your estate to your spouse tax-free. And there’s an added
bonus: once money is placed in a bypass trust, it is forever free of estate
tax, even if it grows.
(Source: http://money.cnn.com/retirement/guide/estateplanning_trusts.moneymag/
index2.htm)

• Portability may be lost if the surviving spouse remarries and is later
widowed again.
• The trust can protect any appreciation of assets from estate tax at the
second spouse’s death.
• The trust can provide protection of assets from the reach of the
surviving spouse’s creditors.
• Portability does not apply to the generation-skipping transfer (GST)
tax, so the trust may be needed to fully leverage the GST exemptions of both spouses.
• Portability will expire in 2013 unless Congress enacts
further legislation.

Married with Children
If you’re married and have children, you and your spouse should each
have your own will. Separate wills are vital (for both you and your spouse)
because you can name a guardian for your minor children in case both of
you die simultaneously. If the will of the last to die fails to name a guardian,
a court may appoint someone you might not have chosen. Furthermore,
without a will, you are at the mercy of your state’s intestacy laws, which
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may result in undesired consequences. For example, some states dictate that
at your death some of your property goes to your children and not to your
spouse. This may make it necessary for the surviving parent to obtain court
permission to manage the property for them.
During your life you may want to consider contributing to a 529 plan,
which allows you to set aside money towards your child’s education. When
you contribute to a 529 plan, you’ll not only help your child, grandchild, or
other loved one pay for college, but you’ll also remove money from your
taxable estate. This will help you minimize your estate tax liability and
preserve more of your estate for your loved ones after you die. So, if you’re
thinking about contributing money to a 529 plan, it pays to understand the
gift and estate tax rules.
You may also want to consult an attorney about establishing a trust to
manage your children’s assets in the event that both you and your spouse
die at the same time.
Life insurance can also be a valuable estate planning tool, replacing
your earnings to maintain the family in situations where your surviving
spouse may not be able to support the family on his or her own.

Comfortable and Looking Forward to Retirement
If you’re in your 30s, you’ve accumulated some wealth and you’re thinking
about retirement, you’re probably feeling comfortable right now. Here’s
where estate planning overlaps with retirement planning. It’s just as important to plan to care for yourself during your retirement as it is to plan to
provide for your beneficiaries after your death. You should keep in mind
that, assuming Social Security is still around when you retire, those benefits
alone may not provide enough income for your retirement years. Consider
saving some of your accumulated wealth using other retirement and deferred vehicles, such as described in chapter 16, “Retirement Saving.”

Wealthy and Worried
Depending on the size of your estate, you may need to be concerned
about estate taxes.
At the time of this writing, there is considerable uncertainty as to
whether increased gift and GST tax exemption amounts will continue
beyond the end of 2012, when they are set to expire. Before the increase
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of the gift tax exemption, it was $1 million. During 2011 and 2012, each
individual has been able to transfer an additional $4 million (and married
couples an additional $8 million) of gifts over and above any used portion
of the former $1 million gift tax exemption without incurring gift tax.
Making lifetime gifts removes the future income from and appreciation
of the transferred property from your taxable estate, which could result
in significant estate tax savings. In addition, the use of lifetime gifts can
generate savings from state transfer taxes because many states have their
own estate taxes but few have their own gift tax. The increased gift and
GST tax exemption amounts have also provided opportunities to create or
supplement trusts that can pass wealth to successive generations without
being subject to gift, estate, or GST taxes under current law. Generationskipping transfer trusts, grantor trusts, or grantor retained annuity trusts
(GRAT) have also been used to achieve estate planning goals.
Whether your estate will be subject to state death taxes depends on
the size of your estate and the tax laws in effect in the state in which
you are domiciled.
Another planning tool available to you is life insurance. Life insurance
has come a long way since the days when it was known as burial insurance and used mainly to pay for funeral expenses. Today, life insurance is
a crucial part of many estate plans. You can use it to leave much-needed
income to your survivors, provide for your children’s education, pay off
your mortgage, and simplify the transfer of assets. Life insurance can also
be used to replace wealth lost due to the expenses and taxes that may follow
your death, and to make gifts to charity at relatively little cost to you.

Elderly or Ill
If you’re elderly or ill, it is particularly important that you be especially
proactive. You’ll want to write a will or update your existing one, consider a
revocable living trust, and make sure you have a durable power of attorney
and a health-care directive. Talk with your family about your wishes, and
make sure they have copies of your important papers or know where to
locate them. The importance of doing this will be dramatized in a story later
in this chapter.
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WILL YOUR ESTATE BE TAXED?
Even the greatest estate planning in the world can be significantly impacted
by a change in the law. If you are unsure about whether your estate will
be subject to estate taxes, and, if so, how much those taxes could be, visit
www.360financialliteracy.org/Topics/Retirement-Planning/Estate-PlanningBasics/Estate-Tax-Planning, and put your particular information into the
calculator to see an estimate of what your estate tax could be.

Source: www.360financialliteracy.org/Topics/Retirement-Planning/Estate-Planning-Basics/EstateTax-Planning

Exemptions and Maximum Tax Rates
At the time of this writing, the estate tax exemption is $5,120,000 per
spouse (indexed for inflation and increased from $5,000,000 in 2011). The
current law is scheduled to expire at the end of 2012. If it expires, the estate
tax exemption per spouse will decrease to $1 million.
Of course, these tax issues are very hot topics and legislation may be
introduced at any time that could impact the exemption and/or taxable
amounts. This is one more important reason to have a trusted advisor who
can keep you informed of these changes and to help you maximize your
estate value for the benefit of your heirs.
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CHOOSE YOUR EXECUTOR WISELY
Many people spend a great deal of effort in creating their overall estate plan
in order to maximize its value and minimize any possible estate taxes, but
fail to consider the human issues that may arise after their deaths. No matter
what the circumstances, your death will most likely be responded to by
feelings of grief, fear, worry (and often greed and jealousy) by your close
family and friends.
The executor you choose to oversee your estate is extremely important.
That individual will be in charge of administering your estate and will be in
charge of your estate assets until your estate is legally closed. This person
will need to deal with the accounting and legal issues, but also the personal
issues that may arise during the process. He or she needs to be intelligent,
organized, good with deadlines, and hopefully good with people. The executor will be responsible for submitting the will to probate—where a court
will determine if your will is a legally valid document. Then this person
will pay any creditors and taxes that must be paid and divide what is left
between the named beneficiaries. This is where the personal issues between
your beneficiaries can cause great turmoil.
If there is a subsequent estate tax audit or a will contest, the executor
must oversee that process as well. Depending on the complexity of the
estate and subsequent events, the job of executor might last for a couple of
years or even longer. John Bullis, a CPA from Nevada, shares his insights
into the importance of choosing your executor wisely.

Wanted: Capable Executor of My Will
You have spent a lifetime and years of hard work to have an estate
to pass along to your family someday. It makes sense to carefully
choose the right person or firm to handle your estate as executor of
your will. You can control how your assets are distributed. Timing
is important. Appoint and inform your executor now, while you are
able to decide and explain your wishes. That way your legacy can
live on as you want it to, not as the courts may decide.
If you do not appoint an executor (and alternates and successors),
the courts will.
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Being an executor is a lot of work and has big responsibilities. The
most capable person may be someone in or outside of the family. Also
consider who might replace the person you select, if necessary.
Discuss with your attorney the people you are considering as your
executor. Before you sign your will, ask the people you are considering
if they are able and ready to accept the responsibilities. Why not show
them the will so they have some idea of what might be involved?
You might name a bank trust department, but usually they don’t want
to serve if the estate is not large. Ask your bank if they will accept the
job, if you offer it to them.
Co-executors might be selected. Maybe a combination of family members, friends, bank trust department. Our firm has served as executor
and co-executor.
If you have a trust, then the same ideas apply to selecting a trustee
or co-trustees.
There is some confusion about what assets are subject to your will or
trust. Items that are titled JTWROS (joint tenants with right of survivorship) are not subject to your will or trust. They go to the surviving
tenants. That could be your home, car, bank accounts, and so on. Please
verify how your assets are titled.
Items that have a beneficiary designation (IRAs, life insurance,
annuities, etc.) go directly to the beneficiary. It’s important to verify
your beneficiary designations (and successor beneficiaries) every
once in a while.
The work can take quite some time and is challenging. You want
someone who has financial attentiveness, integrity, is trustworthy, is
organized and responsible, and is diligent. Having a good attorney
and CPA firm will be a great help.
Finding a capable person you trust to fulfill the job of executor (or
trustee) provides you with peace of mind and gives comfort to your family.
Did you hear ever hear the following quote by H. Jackson Brown?
“Kind words and good deeds are eternal. You never know where
their influence will end.”
John Bullis, CPA/PFS
Bullis and Company CPAs, LLC
Carson City, NV
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SHARE YOUR PLANS WITH YOUR LOVED ONES
You may have already taken the time to create the greatest estate plan to
minimize your estate taxes and maximize the value of the assets you leave
to your loved ones, and carefully chosen the absolute best executor. But
have you shared your plan with your spouse and close family members? If
not, you may still be setting them up for tremendous stress, uncertainty, and
unneeded worry if something should happen to you unexpectedly. Thaddius Panik, a CPA from Virginia, highlights the importance of sharing your
plan and most importantly, your wishes, with your family and friends and
discusses how important it is to properly organize and prepare your documentation to help your family through the process.

The Dreaded Call
On a Saturday afternoon in May 2010, my mother called me frantically on the phone. At 63, my father had died peacefully while taking
a nap after a morning of breakfast and running errands together.
After a four-hour car ride to my parents’ home, the reality of situation
hit me: My father was no longer here to financially run the household. I
had no idea what life insurance policies and financial holdings he had.
And I had no idea what bills were due. When was the electric bill last
paid? Where’s the checkbook?
After planning the funeral for later that week and waiting for my
brother to arrive from the Middle East, I spent three days in my father’s
office rummaging for whatever I could find. My mom did remember
where the financial holdings and policy list was; however, it was 10
years old. After those 3 days, I compiled a current list of utility bills,
property tax invoices, credit cards, bank accounts, financial holdings,
and life insurance policies. I then spent another 2 days—for about 12
hours a day—on the phone changing accounts like cable and electric
into my mother’s name, initiating life insurance payments and closing
out credit cards. My brother arrived late that day, and the next day, we
had my father’s funeral and buried him.
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My father was a baby boomer and an organizational man. He worked
for a large telecommunications company for almost three decades
before taking early retirement. We always had new homes to live in,
clothes, toys, plenty of food to eat, and money for my brother and me to
go to college. He filed the tax returns, always managed the bills in the
house and organized them the way that suited him. He only wanted to
share a list of policies and financial holdings with my mom. When she
asked several years ago about pre-planning their funerals together, he
wasn’t interested.
After that emotional and stressful week, our lives have since moved
on without him. I am happy to say my mother is financially sound, and
we jointly manage her bills. She and I have already pre-planned her
funeral, so she can have it the way that she wants—and it alleviates
some stress for me when it’s her time.
I tell you this personal story because when a loved one dies, you want
to the time and the space to grieve. I pass on some words of advice for
your consideration to help those you leave behind one day.
1. Put all monthly bills like credit cards, mortgage, utilities, and car
payments in one expandable folder. Keep the most current invoices
in there, because that contains important information like account
number, name on account, and last payment. You need that information to change accounts over to the spouse’s name.
2. Keep tax records for the last three years in one location. The
surviving spouse or children may need that information not only
for Social Security numbers, but also for filing future returns.
3. File financial records like car and property titles, wills, insurance
policies, retirement and pension plans, and stocks and bonds neatly
in one location like in a safety deposit box, and include a cover
sheet of accounts and descriptions. Be clear what the items are for,
because it may not be obvious for those who have to review them
or are already emotionally upset. Review the list at least every six
months, making updates as necessary.
4. Pre-plan your funeral with your spouse. Many don’t want to
consider this for various reasons, but it’s the best thing you can do.
(continued)
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(continued)

You can even pre-pay for the funeral in an irrevocable trust, so that
most—if not all—arrangements are taken care of. Funerals are
expensive, and you don’t know exactly when insurance payments
are going to arrive.

After you do all this, please celebrate your lives together.
Thaddius Panik, CPA, CGMA
Grant Thornton LLP
Alexandria, VA

PROTECTING YOUR PARENTS
As Thaddius Panik highlighted the importance of documenting and sharing
your estate plan to minimize the stress on your family, his specific example
still revealed a happy ending. The family could have been spared so much
worry and stress had they only known their father’s intentions ahead
of time. There are far too many stories that involve issues where senior
citizens have actually been taken advantage of by scam artists with the
intent of taking their assets. And, yes, sometimes those scammers may even
be relatives. The more aware and informed the senior is, the better they can
be protected against these types of abuses. Mitchell Freedman, a CPA from
California, shares some horror stories and highlights the important role informed, caring, and vigilant relatives play in protecting our senior citizens.

Don’t Let Scammers Prey Upon Your Parents
Despite his many years of experience in financial services, “Sam,”
70, a spiritual man, spent a lot of time on his knees praying. His
business and investments had soured; he feared going into irreversible debt. He needed cash.
Salvation came in an email that promised great wealth. The email
said Sam was the beneficiary of several millions of dollars from a
distant, unnamed relative. This relative purportedly had accumulated
a fortune while working for an African government. A Nigerian bank
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now held the funds. To protect his inheritance, Sam needed to send a
$10,000 cashier’s check to the bank, which would open an account in
his name. The bank then would transfer the millions from the purported
deceased relative’s account into Sam’s. When that happened, Sam could
direct the bank to send the money to his California bank.
Sam was not stupid, nor was he uneducated or gullible. Nevertheless,
he did as told. Shortly thereafter, Sam was informed of a complication.
He must send more money to the bank. That’s when Sam came to me. I
advised him that he had been duped. It was a classic Nigerian scam. I
warned Sam that the “bank” would keep coming back for more money
to cover more complications. I finally convinced Sam that this was not
the answer to his prayers.
Victims of Nigerian and other scams aren’t always elderly, but senior
citizens—particularly those whose health or cognitive ability is deteriorating or whose finances are dribbling away—are particularly vulnerable. Unfortunately, they may seek easy solutions to their problems. So
when a scam artist suggests something that will resolve their difficulties,
they accept.
Relatives and friends of the elderly can help them avoid swindlers.
They should watch for signs such as frequent large cash withdrawals
from banks, a new “friend” who monopolizes the senior’s time, or unnecessary, expensive renovations to the person’s home. These activities
may not necessarily be part of a scam, but it does not hurt to check.
In another case, a client’s mother told him of a recent transaction. She
had put her life savings into a variable annuity. When the son mentioned the policy to me, I concluded it was inappropriate. The annuity
earned a large commission for the insurance agent, had poor investment options, and would charge an extremely high cancellation fee. We
were successful in convincing the insurance company that terminating
the policy without penalty was in its best interest.
Sometimes seniors don’t want to talk about their estate with their
heirs. They may be afraid their children will want access to the money
right away. Yes, some adult children do take advantage of their parents.
In most families, that’s not the case. Adult children and their elderly

(continued)
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parents should discuss finances, perhaps in the presence of a trusted
financial adviser. Doing so will help seniors better manage their funds
while protecting their estate.
Mitchell Freedman, CPA/PFS, AIF®
MFAC Financial Advisors, Inc. and M. Freedman & Co., Inc.
Westlake Village, CA

IN SUMMARY
Individuals must take proactive steps to protect themselves and their loved
ones. The exercise of estate planning brings together and integrates financial planning, retirement planning, as well as planning for disability and
health issues. You hopefully now recognize the common misconception that
estate planning is something only wealthy individuals should do before they
die. If you care about your family, avoiding unintended consequences and
preserving your assets for them, an estate plan is important, regardless of
the amount of your wealth. Let’s review:
1. Regardless of your net worth, it is important to have a basic estate
plan to ensure that your wishes regarding your family and finances are
outlined and followed at your death.
2. Seek out the assistance of a trusted advisor who can lead you through
the process and guide you to the best solutions for your individual
situation. Commit to updating your plan on a regular basis.
3. A basic estate plan should include, at a minimum,
• a will that outlines your wishes and complies with your state law,
• a durable power of attorney, and
• a living will or health-care proxy.
4. Create an inventory of all your assets, including personal property
(you may want to make a list of who you want to inherit each piece
of personal property and keep the list in a safe spot), and remember to
include all your insurance policies as well.
5. Review whether you could benefit from trusts, from an asset protection basis as well as an estate preservation basis. Trusts are not just for
the wealthy.
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6. Discuss your estate plan with your heirs, where all your important
documents are located, and who you have chosen as an executor. You
may very well prevent disputes and confusion after you are gone.
(Some people have also started making videos to be part of their will,
in which they share their wishes and say their farewells to their family
members).
Planning for the protection of your assets and maximizing the value
that you pass on your heirs is an essential process and one that should be
undertaken with the guidance and advice of your most trusted advisors.
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“To accept good advice is but to increase one’s own ability.”
–Johann Wolfgang von Goethe

“A Master Mind is when two or more people work in perfect
harmony for the attainment of a definite purpose. One of the
chief benefits is that each person can draw on the education
and influence of the others.”
–Napoleon Hill
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T

o run your personal and business finances successfully, you may need advice in a number of areas such as financial planning, accounting, law, taxation,
insurance, and investment management. For this you may have to hire one
or more advisors. A well-chosen advisor can point you in the right direction
and help speed you on your way to achieving your goals. Before you hire an
advisor, however, it is important to understand your needs.
How do you choose an advisor? It is always good to start with a referral
from someone you have worked with previously, or with word of mouth
from colleagues you respect. If that doesn’t work, call a local referral
agency or local professional association. Attend free seminars in your
community and ask other attendees what advisors they use and believe in.
For more information on the various credentials held by financial advisors,
review the following summary box.
Credential Definitions
A Certified Public Accountant (CPA) is a trusted financial advisor who
helps individuals, businesses, and other organizations plan and reach
their financial goals. Whatever those goals—saving for a new home,
opening a new office, or planning a multi-billion dollar merger—CPAs
can help.
All CPAs have met certain requirements in education, experience, and
examination. In order to complete the CPA certification process, they
complete college coursework and sit for the Uniform CPA Examination.
In addition, CPAs are required to take 120 hours of continuing education
courses every three years.
CPAs often choose to obtain additional specialized credentials offered by the American Institute of CPAs, which include the following:
• Accredited in Business Valuation (ABV). This individual is a
Certified Public Accountant who specializes in business valuation.
To qualify, an individual must hold a valid CPA permit, license, or
certificate issued by a state authority, be an active member of the
AICPA, meet the minimum business experience and education
requirements, and pass an exam.
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• Certified in Financial Forensics Examination (CFF). This individual is a Certified Public Accountant who specializes in forensic
accounting. To qualify, an individual must hold a valid CPA permit,
license, or certificate issued by a state authority, and be an active
member of the AICPA. Individuals must also pass an exam.
• Chartered Global Management Accountant (CGMA). This is a new
global management accounting designation that recognizes the
unique role played by men and women at organizations around
the world who are guiding critical business decisions and driving
strong business performance. In the United States, designation
holders must be CPAs with at least three years of experience in a
management accounting role.
• Certified Information Technology Professional (CITP). This individual is a Certified Public Accountant who provides business insight
by leveraging knowledge of information relationships and supporting technologies. To qualify, an individual must hold a valid CPA
permit, license, or certificate issued by a state authority, be an active
member of the AICPA, have at least 1,000 business experience
hours associated with the body of knowledge and least 15 hours in
continuing education hours associated with the body of knowledge.
Beginning July 2012, individuals must also pass an exam.
• Personal Financial Specialist (PFS). This individual is a Certified
Public Accountant with knowledge and expertise in personal financial planning. To qualify, an individual must hold a valid CPA permit,
license, or certificate issued by a state authority, and be an active
member of the AICPA. In addition, the CPA must have two years of
full-time business or teaching experience (or 3,000 hours equivalent) in personal financial planning and a minimum of 80 hours of
personal financial planning education as well as pass an exam.
Many of the contributors also hold additional professional designations, such as:
• Accredited Estate Planner® (AEP®). Individuals who hold this
credential have completed advanced coursework in the area of
estate planning.
• Accredited Investment Fiduciary® (AIF®). Individuals who hold
this credential have experience in the area of fiduciary responsibility and investments. Credential holders must complete a specialized program on investment fiduciary standards and pass an exam.
• Certified Divorce Financial Analysts® (CDFA™). The CDFA
designation is available to individuals who have a minimum of

(continued)
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three years’ experience as a financial professional, accountant, or
matrimonial lawyer. To earn the designation, an individual must
complete a series of self-study course modules and pass an exam
for each module.
• Certified Financial Planner™ (CFP®). This person has completed
an approved educational curriculum with five or more exams,
passed two additional certifying exams, meets continuing education requirements of 15 hours per year and is licensed by the CFP®
Board of Standards.
• Fellow of the Healthcare Financial Management Association®
(FHFMA®). This individual is a financial management executive
or other healthcare finance professional who has achieved a
combination of educational coursework, professional accomplishment, volunteer leadership, and service in the healthcare finance
industry.
• Juris Doctor (JD). This individual holds a professional doctorate in law. JDs can become an attorney licensed to practice law
within a state or multiple states after completing the required
hours for a JD. JD requires admission to law school, 30 or more
exams, a cumulative state exam to become a licensed attorney
who may counsel individuals on the law, multi-state ethics exam,
and continuing education along with extensive background and
criminal checks.
• Master of Laws (LL.M.). This is awarded to attorneys who have
completed additional schooling at an accredited graduate school
after becoming licensed to practice law. Typically in taxation or
estate planning, an LLM can also be in general law, maritime, and
international issues.
• Master of Business Administration (MBA). This person has
completed an approved educational curriculum in various areas of
business such as accounting, finance, marketing, human resources,
operations management, and so on.

Before your initial meeting with any advisor, do your homework. Check
his or her credentials out with the appropriate state and federal agencies,
(like the Better Business Bureau, State Board of Accountancy, State Bar
Association, etc.) to make sure there are no complaints filed against them.
Then prepare a list of questions and topics you wish to discuss and find
help for. Topics you may choose to cover include the advisor’s experience,
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education, credentials, licenses, area of specialization, and references. After
your initial meeting with the advisor, evaluate the meeting. Ask yourself the
following questions:
•
•
•
•
•
•
•

Did the advisor listen to you?
Did the advisor understand your situation completely?
Does the advisor work with other people in your business?
Did the advisor make any suggestions or offer any advice?
Is the advisor willing to work with other advisors?
Did you feel comfortable with the advisor?
Did the advisor educate you along the way?

In addition to asking yourself those questions, you should understand the
fiduciary responsibility of your advisors. The following essay by Terry Seaton,
a CPA from Saint Augustine, Florida, highlights how important this is.

Trust and Consequences (A Dangerous Game)
As an independent CPA and financial advisor, many of my new clients come to me because they are unhappy with their former advisors. Recently, Sally Smith, a client in her middle 60s, came to me
because she was tired of watching her retirement savings decline in
value. When I reviewed her last account statement with her I discovered she had no idea what she owned, why she owned the particular securities in her portfolio, how much risk was involved, how
much she was paying in fees, etc. When I questioned her (tactfully)
about her lack of knowledge, she replied: “I just trusted my advisor
because he was so nice and worked for a big, successful company.”
This is a trap many of us fall into in our day-to-day financial transactions. We don’t understand the rules of the game or how the game
is played. We are also quick to trust the individual or company who
is selling a product or service instead of doing our own homework
and keeping close tabs on what they are doing. So, why are we so
naïve and easily taken advantage of?
I suggest that the problem stems from a fundamental lack of understanding of free market capitalism as practiced in the U.S. From a

(continued)
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legal standpoint, there are only two types of financial transactions:
1. Arms-length transactions
2. Fiduciary transactions.
By transaction I mean any action that involves the purchase of a
product or service. So, buying a gallon of milk is a transaction the same
as is signing a mortgage note. Since the overwhelming majority of
financial transactions are “arms-length,” let’s address those first. They
include most everyday purchases such as buying gas, groceries, clothes,
etc. These transactions operate under the legal principle of “buyer
beware” and place very little responsibility on the seller. In other words,
the seller has no legal responsibility to look after the best interests of the
buyer, only the minimal standard of not lying or cheating (and even that
standard is often violated). The law assumes that the buyer is able to do
his or her own research and to make sound, informed decisions.
Based on the dire financial situation of many Americans, this has
apparently not been working very well. Instead, many Americans
allow themselves to be deceived into thinking that the seller is “on
their side” and can even be trusted. How many people sign a contract
without having read it, much less having it reviewed by an attorney?
This is a key reason why so many individuals make so many bad
purchasing/financial decisions. We want to trust other people and
it trust is indeed a noble trait. However, when it comes to financial
decisions, placing too much trust in the other person (or company)
can lead to disastrous financial consequences. Just ask the clients of
Bernie Madoff or the investors in Enron. The advice I give my clients
is that it’s okay (and even desirable) to have a basic trust in the folks
you do business with; otherwise, you shouldn’t be doing business with
them. However, that does not relieve you of the responsibility to do
your own homework and to maintain a healthy degree of skepticism,
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including obtaining second opinions from knowledgeable people who
do not have a financial interest in the outcome.
There are precious few financial transactions that fall under the
fiduciary standards of the law and they primarily occur in the traditional professions. They include interactions with your doctor, CPA,
attorney (in some cases), and financial advisors that are licensed
by the SEC (or individual state) as a registered investment advisor.
Fiduciary standards cover cases in which the law assumes average
people cannot reasonably be expected to have the knowledge required
to protect their own interests. Therefore, the law requires the “sellers”
to use their superior knowledge only in a way that places their clients’
interests ahead of their own. Clearly, you would not want your doctor to
prescribe a medication based on how much the doctor makes from the
product. That’s why doctors are prohibited from making money from the
sale of prescription drugs. Working with a professional who is bound by
a fiduciary standard improves your chances of receiving advice that is
best suited for your circumstances. However, even fiduciaries can have
conflicts, and it is wise to always do your own homework and protect
your own interests.
Ronald Reagan said it best during negotiations with the now defunct
Soviet Union over the reduction of nuclear missiles. The Soviets wanted
both sides to “trust each other” and reduce their number of missiles
without any means for inspection. President Reagan famously replied:
“Trust but verify!”
Terry Seaton, CPA/PFS, CFP®
Seaton Financial Advisors, LLC
Saint Augustine, FL

Leonard Wright, a CPA from San Diego, California, details the importance and benefits of having an experienced CPA on your team to ensure
you have the greatest opportunity to protect your portfolio during times of
great market volatility.
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Why Use a CPA Financial Planner?
Whether I meet them in my office, an airport, or elevator, investors
whose portfolios are in desperate need of repair call out for help.
The key tenets to success hinge on having an advisor who understands the story of money. Quite simply, history has shown that the
stock market has expansions and contractions that follow the rule of
10/3/1—every decade, on average, the stock market experiences 10
declines of 10 percent or greater, 3 declines of 20 percent or greater,
and one market collapse, sometimes 60 percent or more. The following
two examples demonstrate the importance of having a qualified advisor.
It was the spring of 2007 when a distraught new client called, “I
don’t know what to do but can you please take a look at my portfolio?”
During the review process for this client the stock market became
significantly more volatile. We realized that the majority of his investments were collateralized debt obligations (CDOs) that were not
transparent, and many were subprime, interest only, or other loans that
could potentially have issues. It was the beginning of the collapse of
the sub-prime market and only two months before the broader markets
began their swoon. We were able to limit his losses to about 10% of the
portfolio’s value. We were lucky. Had the client called us three weeks
later, it could have been catastrophic.
The second typical investor story involves significant losses from a
lack of true diversity: retirees who have “diversified” portfolios of
only 10 technology stocks that lose 90 % of their value, or wealthy
and successful businessmen who bet significant amounts on real estate
transactions only to lose it all. At the end of the day these cases have
one thing in common: heavy concentration in investments with a clear
lack of understanding of the potential risks involved.
These stories illustrate the importance of using a CPA as part of your
investment advisory team in the following ways:
1. First and foremost, a CPA is bound by ethics and fiduciary standards that are ingrained into the 125 year old accounting profes-
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sion. Quite simply, it is the CPA’s duty to ask “What is in the best
interest of the client?” each and every time.
2. Broad based comprehension of financial planning. CPAs have
expertise in income tax planning, estate tax planning, management
advisory services, and sophisticated cash flow planning for businesses as well as retirement planning.
3. A CPA will ask the critical questions;
• Is there adequate diversification or too many assets in
one category?
• If a company issues only a 10 page regulatory report, and
not a complete financial statement, how can anyone perform
appropriate due diligence on that company? CPAs have
expertise in auditing companies and discovering irregularities
that would prompt them to ask questions about certain types of
investments that others may not know to ask.
• What are the cash burn rates? Cash burn rates are just as
important as profits.. This was a key issue back in 1999 with the
dot.com bubble. CPAs understand how to read and comprehend
financial statements, and how to spot signs of trouble.
The previous list is not intended to be an exhaustive list, but it does
provide compelling evidence of the value of a CPA. So, what can investors do to protect themselves?
1. Ask your advisor about the historic loss potential of your portfolio,
not just in terms of a percentage, but in dollars. While it is true
that past performance is not indicative of future results, prior risk
history can provide a measure of knowledge of how much that
portfolio can drop. If the loss potential seems too high for you, you
may want to adjust your portfolio—or your advisor.
2. Stay involved. Regardless of the professional service, read, gain
knowledge, and above all, ask questions. That puts the professional
on notice that you are paying attention.
3. Use the AICPA www.360financialliteracy.org website. It is a great

(continued)
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site to read up on important objective information. Ask questions at
the “Ask a Money Doctor” section.
4. Don’t put all of your eggs in one basket. Although diversification
may be criticized by some gurus and market timers, it has actually
held up quite well over time and during periods of market chaos.
5. Ask your advisor to review the three pillars of investment wisdom:
(1) how much your investment can rise and fall (standard deviation), (2) the Rule of 72s to create an expectation of how long it
takes your money to double (72 divided by the rate of return equals
the number of years to double your money), and (3) determine if
your investments, as measured over a 10 year period, are exceeding the related benchmark or returning less than they should. There
are many other determinants of investment performance, but these
three should give you a head-start in understanding your investment options.
Leonard Wright, CPA/PFS
San Diego, CA

SUDDEN WEALTH SYNDROME
I am sure you have heard the stories of lottery winners, and famous sports
stars who end up broke within three to five years after they win the big
bucks or finish their sports careers. This is called “sudden wealth syndrome.” They are not prepared emotionally for their new-found wealth
and are quickly surrounded by new-found friends who want to “share the
wealth” instead of surrounding themselves with the right advisors to help
preserve their wealth.
Dale DeRaad, a CPA from Waseca, Minnesota, shares a touching story
about his efforts in working with the couple, Paul and Sue Rosenau, who not
only won big, but who defied the syndrome and went on to use their lottery
winnings to improve their community as well as create a foundation in honor
of their granddaughter. Even though they demonstrated such generous spirits
they still emphasize and advise having a trusted CPA on your team.
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When the Big One Hit, a CPA Was Their
First Call for Help
In May 2008, when my clients, Paul and Sue Rosenau, slid a newspaper and a small slip of paper across my desk I studied both for
several seconds.
“Oh, that’s the big one, isn’t it?” I recalled.
As the winners of a $180.1 million Powerball jackpot, Paul and
Sue didn’t need a certified public accountant to tell them they
had hit it big. But they recognized that they would need someone
to help them navigate this overwhelming experience that would
change their lives forever.
That was the beginning of our adventure. I don’t think I slept for
the next two days.
It was nerve-wracking. I knew it truly was a one-time shot. So I
scoured the Internet to find resources about lottery winners. I saw
scores of stories about winners who had lost their fortunes due to
bad advice and bad decisions.
But Paul and Sue had the ultimate confidence—and trust—in my
abilities to help them with their nearly $60 million after-tax lumpsum payment. In fact, I had been their first call upon learning they
had won the lottery.
“We had worked with Dale for more than 10 years,” Paul explained. “He earned our trust. He always worked hard for us and
we knew he had our best interests in mind. So it was only natural
that he was the first person I thought to call.”
A Higher Purpose
In the weeks and months after their lottery win, I helped the
Rosenaus with every aspect of their now very complex financial
needs. From tax advice to identifying an appropriate investment advisor, I performed all the functions that would be expected of a CPA,
as well as some less traditional services.

(continued)
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We spent a lot of time talking about their values and made a list
of what they wanted the money to accomplish, because I knew the
Rosenaus had always been generous givers.
With their lottery win coming on the five-year anniversary of
their granddaughter Makayla’s death from Krabbe disease, a rare
nervous-system disorder, the Rosenaus believed there was a higher
purpose for the money.
I helped them established the Legacy of Angels Foundation in
Makayla’s honor. The mission of the foundation “is to improve the lives
of children by working to promote the expansion of newborn screening
and to further education, awareness and research of Krabbe disease
and Cystic Fibrosis to provide a better treatment and a cure.”
Paul and Sue see the foundation as the best thing that has happened
as a result of their newfound wealth. But the Legacy of Angels Foundation is just part of the good the Rosenaus have done and continue to do.
Paul and Sue really do see themselves as stewards of that money and
have been great supporters of their church and community. Ask anyone
in Waseca and they will tell you there isn’t anyone who would do more
good with that money than Paul and Sue have.
The Rosenaus, who say they still clip grocery coupons, believe they
have avoided the pitfalls to which many lottery winners succumb by
remaining grounded in their family and their faith.
“With the loss of Makayla, especially, we learned that money is not
as important as family, friendship, and helping others. That’s what’s
guided us throughout this process,” Sue said.
“A Godsend”
And despite my not having a roadmap to follow, the Rosenaus were
gracious in their praise.
“There’s no way in the world we’d be where we are today without
Dale’s help,” Paul said. “He worked day and night for us. He’s been
a godsend.”
“He did everything for us and kept the wolves at bay many times,”
Sue added. “Throughout the process, he told us to try and relax and
that he’d take care of the rest. And he did.”
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The Rosenaus’ advice for others—lottery winners or not—is to seek
counsel from a professional you can trust.
“It can be difficult, but you need to find people you can trust and surround yourself with them,” Sue said. “We were fortunate to have found
someone in Dale that we could trust before all of this happened.”
“Finding the right CPA can make your life a lot easier,” Paul said.
“I’m a big believer in knowing the limits of your skills and abilities and
asking for help on everything else. That’s true whether you have $10 to
your name or $10 million.”
Dale DeRaad, CPA, and Paul and Sue Rosenau,
as told to the Minnesota Society of CPAs
DeRaad & Goetz LLC
Waseca, MN
Karen Goodfriend, a CPA from Los Altos, California, shares how this
sudden wealth syndrome can also occur when a business skyrockets to
success and you are the owner of the business or own stock in that business.
Or you may be lucky enough to inherit a large sum of money. Karen’s guidance emphasizes that no matter how you receive the windfall, it is important that you have a great advisor to guide you through the roller coaster of
emotions that accompany sudden wealth.

Windfall Roller Coaster
I practice in the Silicon Valley where I have helped many individuals who have been the recipients of thousands or millions of dollars
through their company’s stock.
Most of these cases were triggered through their employment compensation packages or business ventures. However, the dilemmas they
faced in dealing with the new wealth are the same as those who suddenly received a large amount through inheritance or other means.
In my experience, those who receive a windfall are pleased to receive
their new fortune, but they also carry a lot of burdens, some psychologi-

(continued)
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cal or interpersonal and some are due to the realities of their new situation. I have witnessed success stories of how people have navigated
new-found wealth. I’ve also come across situations where the wealth
brought challenges and problems.
Most people imagine they would be ecstatic to receive thousands of
dollars or more as a windfall. In my experience working with clients,
the elation is often muted by the burdens and realities. I can’t even
count the number of times newly wealthy clients have walked through
my door feeling stressed out and lonely with their new situation because
they don’t feel comfortable going to family or friends for advice and
support. Can you imagine telling your friends, “I just received a hundred thousand (or a million) dollars, and I am not feeling so happy.”
You probably wouldn’t get a lot of sympathy! On the other side of the
spectrum, I’ve seen situations where the elation takes over, the recipient
becomes drunk with the new-found wealth, does not seek competent
advice, and makes tremendous financial mistakes.
Find an advisor who can help you navigate the transition to greater
wealth and do the following:
• Recognize that you will feel emotions, both positive and
negative, and that it is normal to feel this way. Don’t make big
financial decisions until you have had plenty of time to adjust
and research your options.
• Start off by keeping the funds safe and secure and not very
accessible until you have an overall plan. If you want to treat
yourself to something special right away, make sure it’s a small
percentage of what you have received and resist the temptation
to spend more.
• Think about what this money can mean to you. What are the
most important short- and long-term priorities in your life
that money can help you achieve? Examples may be college
tuition for your kids, secure retirement, improving your home,
or changing careers. The most important priorities may be the
hardest ones to quantify such as retirement. Your advisor can
help you through the process.
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• Do your homework. Prepare a financial plan, a roadmap to
achieving your most important goals. Address how the new
wealth affects other aspects of your life such as tax planning,
estate planning, and insurance coverage. In my experience,
those who do their homework and create a plan decrease the
stress of their new wealth and can enjoy it more fully.
• Prepare for how this will change your life in non-financial
ways. You may find that some of your friends and family have
an unexpected reaction or ask for financial help. Keeping a
low profile regarding your new wealth may help avoid issues.
I’ve had clients feel pressured or obligated and loaned money
against my advice. Later, they wished they had learned to say
no—or at least to put agreements in writing.
• Rely on a trusted advisor who can help you avoid the pitfalls by
helping you create a plan on how to deal with all the changes
that newfound wealth creates.
Karen Goodfriend, CPA/PFS
KK Wealth Advisors, LLC
Los Altos, CA

THROUGH THE EYES OF THE ADVISOR
Michael Bekas, a CPA from New York City, shares an important message
for his fellow advisors. Make sure you understand the desires and true
needs of your clients and help them create a plan that is easy to understand,
honest in its findings, and as simple as possible for them to implement.

It’s Not Magic
In 2004, Joe and Sally, a married couple came to visit me to discuss
whether they could afford to retire within the next few years. Joe
was a psychiatrist practicing in New York, and Sally was a professor
at a New York college. They were fairly successful, earning a decent

(continued)
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living, and had two grown children, one living in the western part of
the United States and the other overseas in the UK.
In many ways, Joe and Sally were typical of their middle-class
community: high earners and comfortable, but not wealthy. They had
a house in the New York suburbs, a retirement plan and two salaries.
Joe was 60 years old, and Sally was 55. They hoped they could afford
to retire before Joe was 65, so they could travel, enjoy the activities they
both loved, and spend time with their children and grandchildren.
When they came to see me, we spent several hours fully discussing
their financial situation. I asked them many questions and reviewed
their assets and liabilities thoroughly. Just as the initial meeting broke
up, Sally said, “Mike, you have to make this work for us.” On the side
of my desk was a Mickey Mouse wizard hat which I’d had for years.
Without skipping a beat, I donned it, waved my magic wand (my pencil),
and said with a flourish, “No problem—it shall be done!” They laughed
and off they went.
There were many issues that had to be dealt with and overcome. The
most personal issue as it is for many couples—was the possibility of
selling their home and moving closer to one of their children.
I ran the projections and asked more questions. There were many
variables to deal with including future inflation rates, the rate of return
on their investments, how much discretionary income they needed now
and in the future, and how much Joe and Sally could realistically expect
from the sale of their home. Remember: this was in 2004 when the
housing market was still on the upswing, but there were issues of capital
gains and whether they could be reinvested without worrying about
large federal and state tax liabilities, etc.
To see how “bad” the situation could be I used very conservative values for the projections—a lower rate of return on their investments and
higher marginal tax rates on their income. My goal was to determine
if I could still help them in the worst case scenario—their securities
would underperform, and they wouldn’t be able to afford to live as they
were currently. If my projections still worked for a not-so-rosy picture, it
would work for them, as well as provide a level of comfort.
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Finally, we met again for me to deliver the news (and I wasn’t sure
if they would think it was good or bad). I handed them a few sheets
of paper with my projections and findings, laid out simply and clear,
for discussion. My experience has taught me that anything more than
several well-designed pages of information that are clear and focused
will lose a client’s attention—fast. No 8x10 colored glossies, no inchthick book of facts and figures, no reams of Excel spreadsheets. Too
much repetitive information will only lead to the old MEGO syndrome:
my eyes glaze over. The goal is for an advisor to tell his or her client
everything—the good, the bad, and the ugly—and to do so in a way
they can understand and that fully engages their attention. If an advisor
overdoes the charts and graphs and the spreadsheets, the client walks
away feeling confused. When you seek out an advisor, remember that
your advisor’s job is to help you make the right decisions, not to drown
you in numbers.
I explained my findings, and they asked many good questions that
indicated they understood what I was telling and showing them. And
they were very appreciative.
The end of the story: Joe and Sally followed my recommendations.
They sold their home, moved to Colorado, and rented an apartment.
Now they are living happily ever after.
The moral: Seek out an advisor that gets to know his or her clients,
understands what they really want, and makes simple, understandable,
and, most important, attainable recommendations. Despite my Mickey
Mouse wizard hat, it’s not magic—it’s thorough professionalism and
plain common sense.
Michael Bekas, CPA
Marks Paneth & Shron LLP
New York, NY

IN SUMMARY
Each of the stories in this chapter shows the importance of having good
advisors on your team. This cannot be stressed enough. You want advisors
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who can help speed you on your path to success—advisors who have been
where you want to go, or have already helped others get there successfully.
You are the CEO of you own financial life. Great CEOs know that their
success is in large part due to the people they surround themselves with.
Finding that trusted CPA will propel you toward financial freedom, and
help you sleep better along the way.
We have covered a lot of information that may appear overwhelming,
so the next chapter, “The Next Steps,” will assist you in taking steps to
create or to improve your own action plan.
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“You don’t have to be great to get started, but you have
to get started to be great.”
–Les Brown

“Start by doing what’s necessary; then do what’s possible; and
suddenly you are doing the impossible.”
–St. Francis of Assisi
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W

here do I start? So much information and so many things to do can
often paralyze us into doing nothing. In this chapter, let’s take a step back and
look to the future.
First ask yourself, are you willing to create a brighter financial future
for yourself?
If so, will you commit 3 hours a week for the next 2 months to work
on your financial situation? That is a commitment of only one full day, 24
hours, spread out over 2 months. Devoting only 24 hours can get you a significant way down the path to improving your financial health and outlook.
We recommend you tackle your budget as soon as possible, but we also
realize it may seem a bit daunting to jump into at the beginning. As an alternate way to get a quick start on your planning, consider reviewing chapter
4, “Penny Wise and Savvy Investor” for money saving tips. Also commit to
doing two things (or changing two habits) the first week. Just getting started
will help give you the inspiration to keep going.
When you are ready to tackle an overall strategy, answering the following questions may help you focus on which areas are most important to you.
1. Do I currently have a monthly budget?
a. If so, it is a great time to review it!
b. If not, create one with the help of chapter 2.
2. Do my spouse or partner and I have the same financial goals?
a. Consider reading this book together with your spouse or partner.
b. You may want to review chapter 6, “Money and Marriage.”
3. Do I know what and where all of my assets are?
a. In order to chart a course for where you want to go, you must first
know where you are today.
b. Chapters 2 and 3 will help you define where you are, and what assets you already possess.
4. Is my debt under control and manageable?
a. Review chapter 5, “Good Debt vs. Bad Debt.”
b. Focus on your bad debt, one debt at a time.
5. Do my children understand our family financial values?
a. Your children will love being included in such a grown up discussion.
b. Review chapters 8–13.
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6. At what age is it appropriate to talk to my children about money?
a. Your children know the spending power of money by the age
of 4 or 5. You have the opportunity to teach them the earning
power as well.
b. Review chapter 8.
7. Am I protected in case of emergency?
a. Review your insurance coverage, including life, property and liability.
b. Review chapter 14.
8. Do I have a plan for retirement?
a. It is never too late to start saving for retirement.
b. Review chapters 15 and 16.
9. Do I have proper estate planning documents in place?
a. Save your loved ones from unnecessary stress by outlining your
wishes.
b. Review chapter 17.
10. Do I have good advisors for insurance, estate planning, taxes, investing, and retirement?
a. You are not alone. Seek out competent advisors who can guide you
through these steps.
b. Review chapter 18.
They say the first step is always the hardest—and you have already
taken it just by reading this book. Consider focusing on one area at a time,
and before you know it you will have created a more secure financial
foundation for your future.
I will end the book with a story that was shared by Mackey McNeill,
a CPA from Covington, Kentucky about her favorite aunt. It shares how
powerful “living a life of example” truly can be.

Life Lessons from My Aunt Hickie
When I was young, Aunt Hickie (Dr. Miriam Collins) was bigger
than life. She lived by herself in Montevallo, Alabama, where she
was a professor at the University of Montevallo. She was the only
professional woman I knew, so she became my mentor. She taught
(continued)
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me that learning is a lifelong process, and that living a rich and rewarding life was about giving back to one’s profession, community,
and family.
Aunt Hickie never earned money outside of her professorship at the
university and yet she died a wealthy woman. She made her money
the way most wealthy people do: by saving a small amount of money
over a long period of time. She taught me to always save a little bit
of what I earn today for tomorrow. Aunt Hickie was always prepared
like a good Girl Scout. She had her will prepared by a local attorney
years before her passing and because I was a named co-executrix,
she gave me a copy and walked me through it. I was uncomfortable
sitting there with her, talking about a time I just could not bear to
think about. But when the time came, I was very glad that she had
chosen to make her wishes clear.
You too can learn from Aunt Hickie’s money wisdom. Here are some
of my favorites:
• Save a little from each paycheck
• As soon as you pay off the loan on your car, take that cash flow
and save it for a down payment on the next one.
• Always have a rainy day fund of cash. The unexpected and
unplanned is a natural part of life, so plan for it.
• Invest for the long term. Markets are volatile, be at peace with
this fact and stick to your saving and investing plan.
• Buy equities for growth and bonds for income.
• Invest only in things you understand and in whom you
have confidence.
• Don’t spend money on things that are not really important to
you. If you follow this rule, you will have money for the things
that are. Know the difference.
• Patience is a virtue in purchasing. Buy quality. Take care of
your things so they last.
• Choose the goals that make you happy and save for what you
want. Never acquire “wants” with credit. By saving and then
buying, you honor yourself with the gift of freedom from worry
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and stress along with avoiding the agony of monthly payments.
• Never charge more on your credit card than you can pay off at
the end of the month.
• Keep your will up to date.
• Leave a legacy. Find a cause that is meaningful for you, set up a
charitable giving fund and ask your friends to donate, too.
Money can seem complex, over the top, and confusing. But the truth is
that if you follow Aunt Hickie’s lessons and make healthy money habits
a part of your daily life, your money will take care of you.
Mackey McNeill, CPA/PFS
Mackey Advisors®
Covington, KY
May we all have the ability to impact future generations as positively as
Aunt Hickie so clearly did for Mackey.
If each of us takes control of our own financial lives, we will create
positive change for ourselves, our families, and our communities.
To your success,
Sharon Lechter
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Afterword
The book you hold is a guide from trusted advisors who are committed to
improving the financial well-being of individuals, communities, and this
country. Bringing together the expertise of so many CPAs in a publication
like this has long been a vision for the AICPA and with the celebration of
our 125th anniversary in 2012, the timing was perfect. The creation of the
AICPA established accountancy as a profession distinguished by rigorous
educational requirements, high professional standards, a strict code of
ethics, and a commitment to serving the public interest. Businesses and
individuals have come to count on the expertise of the CPA profession.
In 2004, the profession united in an unprecedented effort to improve
the financial understanding of Americans of all ages with the launch of 360
Degrees of Financial Literacy. Each year, thousands of CPAs volunteer in
their communities and with their state CPA societies to provide free financial education in their communities. The essays, advice, and tips offered
here are provided by CPAs who help individuals and businesses from every
facet of life and will help you, too.
Whether you read this book cover to cover or focused on the financial
topic you are addressing right now in your life, I believe you will find the
expertise practical and easily applicable to you. The CPA profession helps
their clients navigate the financial waters of every stage of life from home
buying, to paying for college, retirement planning and much, much more.
The real-life stories they shared with you here will help you in the same
manner. Let this guide be a reference for you as you go through your life.
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It is my hope that this book inspired and helped you to better manage
your finances and create a healthier financial future for you, your families,
and your community. I encourage you to learn more by visiting 360financialliteracy.org, reaching out to your local state CPA society for free financial education events in your area, and even consider contacting a CPA in
your community. Together, by saving wisely and spending happily, we can
create a better financial future for ourselves and this country.

Barry C. Melancon, CPA, CGMA
President and CEO
The American Institute of CPAs

Appendix:
Financial
Education
Programs and
Resources in Your
State
Through 360 Degrees of Financial Literacy, the CPA profession’s volunteer effort to
improve the financial understanding of all Americans, most state CPA societies offer
free financial education programs and resources to the public. These offerings include
a variety of online resources from budgeting worksheets to mortgage calculators and in
person workshops and for all ages, such as teaching children about money to helping
adults plan for retirement and just about every financial topic in between. Check out
your local state CPA society’s website to learn more about the events and services that
are available in your area.

Alabama

Arizona

Alabama Society of CPAs

Arizona Society of CPAs

www.ascpa.org

www.ascpa.com

Alaska

Arkansas

Alaska Society of CPAs

Arkansas Society of CPAs

www.akcpa.org

www.arcpa.org

337

Save Wisely, Spend Happily

California

Illinois

California Society of CPAs

Illinois CPA Society

www.calcpa.org

www.icpas.org

Colorado

Indiana

Colorado Society of CPAs

Indiana CPA Society

www.cocpa.org

http://incpas.org

Connecticut

Iowa

Connecticut Society of CPAs

Iowa Society of CPAs

www.cscpa.org

www.iacpa.org

Delaware

Kansas

Delaware Society of CPA

Kansas Society of CPAs

www.dscpa.org

www.kscpa.org

District of Columbia

Kentucky

Greater Washington Society of CPAs

Kentucky Society of CPAs

www.gwscpa.org

www.kycpa.org

Florida

Louisiana

Florida Society of CPA

Society of Louisiana CPAs

www.ficpa.org

www.lcpa.org

Georgia

Maine

Georgia Society of CPAs

Maine Society of CPAs

www.gscpa.org

www.mecpa.org

Hawaii

Maryland

Hawaii Society of CPAs

Maryland Association of CPAs

www.hscpa.org

www.macpa.org

Idaho

Massachusetts

Idaho Society of CPAs

Massachusetts Society of CPAs

www.idcpa.org

www.michcpa.org
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Michigan

New Mexico

Michigan Society of CPAs

New Mexico Society of CPAs

www.michcpa.org

www.nmscpa.org

Minnesota

New York

Minnesota Society of CPAs

New York State Society of CPAs

www.mncpa.org

www.nysscpa.org

Mississippi

North Carolina

Mississippi Society of CPAs

North Carolina Association of CPAs

www.ms-cpa.org

www.ncacpa.org

Missouri

North Dakota

Missouri Society of CPAs

North Dakota Society of CPAs

www.mocpa.org

www.ndscpa.org

Montana

Ohio

Montana Society of CPAs

Ohio Society of CPAs

www.mscpa.org

www.ohioscpa.com

Nebraska

Oklahoma

Nebraska Society of CPAs

Oklahoma Society of CPAs

www.nescpa.org

www.oscpa.com

Nevada

Oregon

Nevada Society of CPAs

Oregon Society of CPAs

http://nevadacpa.org

www.orcpa.org

New Hampshire

Pennsylvania

New Hampshire Society of CPAs

Pennsylvania Institute of CPAs

www.nhscpa.org

www.picpa.org

New Jersey

Puerto Rico

New Jersey Society of CPAs

Colegio de Contadores Publicos

http://njscpa.org

Autorizados de Puerto Rico
www.colegiocpa.com
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Rhode Island

Vermont

Rhode Island Society of CPAs

Vermont Society of CPAs

www.riscpa.org

www.vtcpa.org

South Carolina

Virginia

South Carolina Association of CPAs

Virginia Society of CPAs

www.scacpa.org

www.vscpa.com

South Dakota

Washington

South Dakota CPA Society

Washington Society of CPAs

www.sdcpa.org

www.wscpa.org

Tennessee

West Virginia

Tennessee Society of CPAs

West Virginia Society of CPAs

www.tscpa.com

www.wvscpa.org

Texas

Wisconsin

Texas Society of CPAs

Wisconsin Institute of CPAs

www.tscpa.org

www.wicpa.org

U.S. Virgin Islands

Wyoming

Virgin Islands Society of CPAs

Wyoming Society of CPAs

www.viscpa.org

www.wyocpa.org/

Utah
Utah Association of CPAs
www.uacpa.org
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of New Jersey and is currently working on completing a Doctor of Business
Administration degree at Argosy University-Sarasota.
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Michael L. Costopoulos, CPA/PFS, is a shareholder of Costopoulos & Helton, P.A. CPAs and Copperleafe Wealth Management, LLC in Okeechobee,
Florida and a member of the Florida Institute of CPAs. Michael enjoys
traveling and skiing.
Laura M. Cullen, CPA, is a member of the California Society of CPAs and
co-chair of its Financial Literacy Committee. She works as a CFO in the
insurance industry in Fresno, California.
Terri Davis, CPA, is the principal of Terri L. Davis CPA and Harper Davis
Financial in Sacramento, California and a member of the California Society
of CPAs. Terri enjoys working with business owners as their “on-call” CFO,
helping them plan their financial strategies. She also enjoys cycling, hiking,
and other outdoor activities.
Dale DeRaad, CPA, is a partner at DeRaad & Goetz, LLC in Waseca,
Minnesota. He is a member of the Minnesota Society of CPAs and a former
member of the Minnesota House of Representatives.
Jeremy Dillard, CPA, is a partner with Rivera, Jamjian & Dillard, LLP in
Los Angeles, California. He is a member of the California Society of CPAs
and its Council. He is recognized in the profession for his technical expertise.
In his free time, he enjoys cooking.
Thomas DiLorenzo, CFP®, manager in Ernst & Young LLP’s employee
financial services group in Secaucus, New Jersey, provides personal financial
planning services and financial education to employees of large companies.
He holds a bachelor’s degree in business economics and the CFP® and
Enrolled Agent designations.
Judge Gregory T. Douds, CPA, JD, of Georgia, also of counsel to the Woodstock law firm of Barbara Parker & Associates, LLC, is the proud father of
an Eagle Scout and loves hunting, fishing, backpacking, and cycling. He is a
member of the Georgia Society of CPAs.
Bridget J. Dunk, CPA, is a tax manager with Dixon Hughes Goodman LLP
in Atlanta, Georgia. She is a member of the Georgia Society of CPAs and
enjoys reading, fitness, and travel.
Michael M. Eisenberg, CPA/PFS/RIA, is owner of Eisenberg Financial
Advisors in Los Angeles, California and is a member of the California Society
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of CPAs. He specializes in individual tax, estate and financial planning, and
investment advisory services. Michael received the AICPA Distinguished
Service Award in 2007.
Lucy Ellis, CPA, is the controller for the William and Flora Hewlett Foundation. She is a member of the California Society of CPAs and is passionate
about the environment, education, and economic policy.
Laura K. Emack, CPA, practices at Haverlock, Estey & Curran, LLC in
Hampden, Maine and is a member of the Maine Society of CPAs. After serving as audit partner for a regional firm, she ran a practice for 15 years. She
published the technical newsletter “Prospects” for four years.
Lori Evers, CPA, is a partner with Mauldin & Jenkins, LLC, a Top 100 Firm
located in Atlanta, Georgia and is a member of the Georgia Society of CPAs.
She has practiced primarily in the tax area for more than 30 years. Her
daughter Kristina graduated with honors from Georgia Tech and is gainfully
employed and debt free.
Rebecca Faris, CPA, CGMA, is a technical manager with the AICPA’s
Professional Ethics Division. She is a member of the North Carolina
Association of CPAs and loves traveling, beach volleyball, and music.
Jeffrey A. Feder, CPA, CPIM, is a retired senior partner of Baker Tilly
Virchow Krause, LLP in Milwaukee, Wisconsin. He is an avid golfer.
Ira S. Feldman, CPA, CVA, AEP®, is a tax consultant to several CPA firms.
His firm, the largest locally owned CPA firm in Arizona at the time, was
acquired by a national firm in 2000. His Arizona Tax Guides are published
annually by the Arizona State Society of CPAs.
Lauren B. Foster, CPA.CITP, is a member of the AICPA National CPA
Financial Literacy Commission and serves as the global tax technology lead
for General Motors. She is a member of the Michigan Association of CPAs
and is vice-chair of its Ethics Task Force as well as chairing the audit committee of Health Alliance Plan in Detroit, Michigan.
Mitchell Freedman, CPA/PFS, AIF®, a member of the California Society of
CPAs, specializes in multi-family office and financial counseling for performing and creative artists, eldercare services, and disaster planning. Outside
office hours, he is “The Karaoke King.”
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Carl George, CPA, is a senior partner at CliftonLarsonAllen LLP. He served
16 years as the CEO of Clifton Gunderson. Carl is a former AICPA Board
member and served on the AICPA National CPA Financial Literacy Commission for six years (five as chairman).
Lisa Germano, CPA, JD, CGMA, is president and general counsel of Actuarial Benefits & Design Company. She serves as principal in the law firm of
Coyner & Germano in Midlothian, Virginia. She served on the AICPA Board
of Directors and on numerous AICPA volunteer committees, including its
National CPA Financial Literacy Commission. She is a member of the
Virginia Society of CPAs and is a former member of its Board of Directors.
Karen Goodfriend, CPA/PFS, is a principal of KK Wealth Advisors, LLC.
She has developed a local and national reputation for her work advising clients in the Silicon Valley who have achieved sudden wealth. She is a
member of the California Society of CPAs and a former member of the AICPA
National CPA Financial Literacy Commission.
Michael E. Goodman, CPA/PFS, CFP®, is president of Wealthstream
Advisors, Inc. in New York, New York and is a member of the New York State
Society of CPAs. Michael’s work and opinions have appeared in publications
and media outlets nationwide. He is a member of the AICPA Investment Committee and the AICPA National CPA Financial Literacy Commission.
Nicole Gorr, CPA, is a tax preparer at Granite Associates, L.P. in Liberty,
New York and treasurer for the Neversink Agricultural Society, Inc., an NPO
in Neversink, New York. She is also a licensed ZIN Zumba Instructor.
Angie M. Grainger, CPA/PFS, CFP®, the Black Belt Money Master, is a
dynamic speaker, author, and money coach. She helps women and couples
use money as a tool to transform their relationships and get on track with
their ideal lives. She is a member of the California Society of CPAs.
Marissa Lynn Graves, CPA, is a senior associate at Grant Thornton LLP in
Phoenix, Arizona. She is a member of the Arizona Society of CPAs and is on
the Northern Arizona University Alumni Association Board of Directors. In
her free time, she enjoys spending time with family, enjoying the outdoors,
and traveling with her husband.
Betsy Guerrero, CPA, is the CFO with Westerra Credit Union which is
located in Denver, Colorado and serves more than 82,000 members. She is
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a member of the Colorado Society of CPAs and loves spending time with her
husband and three boys.
Kenneth J. Guidry, CPA, is president of Pannell Kerr Forster of Texas, P.C.,
a CPA firm based in Houston, and is a member of the Texas Society of CPAs.
He received the Outstanding Alumni Award from the University of Houston
Bauer College of Business Accountancy & Taxation Department in 2011. He
was among CPA Magazine’s Top 100 Most Influential Practitioners in 2007.
Kathryn Hansen, Ph.D., is professor and chair of the Accounting Department at California State University, Los Angeles and a member of the
California Society of CPAs.
Paula L. Hardin, CPA, is the assistant controller at the Southern Baptist
Theological Seminary in Louisville, Kentucky and a member of the Kentucky
Society of CPAs. She and her husband raised two wonderful sons even though
they will tell you they had too many financial lessons while growing up!
Chris Haviaris, CPA, has spent 20 years raising financial consciousness
and wellbeing in the New York/New Jersey Metro Area. She is a member
of the New York State Society of CPAs and lives in Pearl River, New York.
Connect with her on most social media sites, or through her website
www.chrishaviaris.com.
Ron Heller, CPA, JD, lives in Honolulu, Hawaii, where he represents taxpayers in audits and tax litigation. Ron is a member of the Hawaii Society of
CPAs. His son David, who was 11 when this contribution was originally written, is now at Fort Lewis College in Colorado.
Donna L. Helton, CPA/PFS, is a shareholder of Costopoulos & Helton, PA
CPAs and Copperleafe Wealth Management, LLC in Okeechobee, Florida
and a member of the Florida Institute of CPAs. Donna enjoys tennis and
serves on several community boards.
Mitzi Hollenbeck, CPA, is a partner at Sharkansky LLP in Brockton,
Massachusetts. She is a proud mother of two children and an avid runner. She
is a member of the Massachusetts Society of CPAs.
Susan Howe, CPA, is the principal in Howe Advisory, offering business and
tax advisory services to clients in the public and private sectors. She is a
member of the Pennsylvania Institute of CPAs and a former member of the
AICPA National CPA Financial Literacy Commission.
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Kathleen Howe-Hrach, CPA/PFS, CFP®, is vice president of Credit Suisse
Securities (USA) LLC. Her experience includes tax compliance and planning
with a focus on wealth management for individuals, families, and business
entities. She is a member of the Illinois CPA Society.
Chandni Jalan, CPA, is an assurance manager at Moss Adams, LLP and primarily serves financial institutions. She is a Board member of the California
Society of CPAs’ Los Angeles chapter.
Lee Jennings, CPA, CGMA, CFCA, is managing partner in the firm of RL
Jennings & Associates, PC. He serves on several committees of the
Georgia Society of CPAs on both the chapter and state level. He is licensed
to practice Public Accountancy in Georgia, Alabama, Tennessee, and North
Carolina and is a member of the Georgia Society of CPAs and Alabama
Society of CPAs. In his spare time, he rides his Harley Davidson motorcycle
and goes camping.
Robert A. Johnson, CPA, in Tulsa, Oklahoma became a CPA on the way to
being an FBI agent and ended up working with and training accountants
in other countries, including Colombia, Lesotho, and Egypt, for 20 years.
He works in Tulsa and still does international audits. He is a member of the
Oklahoma Society of CPAs.
Bruce Kajiwara, CPA/PFS, CFP®, of Kajiwara Wealth Advisors, has more
than 30 years’ experience. He is a member of the California Society of CPAs
and is past chair of its Financial Literacy Committee.
Jim Kehl, CPA, is a tax manager at Weil, Akman, Baylin & Coleman, P.A.
He is a member of the Maryland Association of CPAs. He is the author of two
published books and has written many professional articles on taxation. His
personal interests include sports and existential philosophy.
Margo Klein, CPA, of Klein & Livingstone CPAs, LLC graduated from
Monmouth University, West Long Branch, New Jersey. She has more than 20
years of experience helping clients reach their goals. She is a member of the
New Jersey Society of CPAs.
Jacqueline Kwan, CPA, is a tax accountant with McGladrey LLP, Seattle,
Washington, and in her free time likes to volunteer and travel. She is a member of the Washington Society of CPAs.
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Theodore Lee, CPA, CFP®, is a shareholder with Pritchard, Bieler, Gruver
& Willison, P.C. in Colmar, Pennsylvania. He is a member of the Pennsylvania Institute of CPAs and is a member of its Personal Financial Planning
Committee.
Laura Lee Laundre, CPA, of Mesa, Arizona, specializes in assisting small
businesses in need of part time controller/CFO services as well as QuickBooks consulting and training, and speaking on business, tax, and accounting
issues. She is a member of the Arizona Society of CPAs.
Sharon Lechter, CPA, CGMA, is the CEO of Pay Your Family First, a financial education company, and a member of the Arizona Society of CPAs and
the AICPA National CPA Financial Literacy Commission. She is a best-selling author and in addition to being the author of this book, her other books
include Outwitting the Devil, Think and Grow Rich–Three Feet From Gold,
and Rich Dad Poor Dad. She is also the creator of the ThriveTime for TEENS
money and life reality game.
Clare Levison, CPA, is a member of the Virginia Society of CPAs and its
Board of Directors as well as a member of the AICPA National CPA Financial Literacy Commission. She has appeared on major television networks
across the country discussing personal finance.
Rebecca Li, CPA, is an audit manager at Weil, Akman, Baylin & Coleman,
P.A. She is a member of the Maryland Association of CPAs and likes reading
and tutoring her sons in math and writing in Chinese.
Jesse R. Ligo Jr., CPA, MBA, is an associate professor of accounting at
Westminster College in New Wilmington, Pennsylvania. He is a member
of the Pennsylvania Institute of CPAs and owner/operator of Drove
Pasture Farm.
Kelley C. Long, CPA, is the director of personal and family financial planning and social media for Shepard Schwartz & Harris, LLP in Chicago and
a member of the Illinois CPA Society and the AICPA National CPA Financial
Literacy Commission. She believes that the true meaning of financial security
is having choices. Twice a week you can find her teaching a group fitness
class called BodyPump® at her local health club.
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Ruoyu Loughry, CPA, MBA, from the San Jose Bay Area, is the CFO of Lin
Engineering and is a member of the California Society of CPAs. She has a
bachelor’s degree in accounting and a master’s degree in taxation. Married
with a son and a daughter, Ruoyu enjoys dancing.
Wade Lovell, CPA, MBA, CFE, EA, co-heads LLA Financial in San Diego,
California with his bride of 28 years, Suzanne LaRue Lovell. He is a member
of the California Society of CPAs.
Elaine Grogan Luttrull, CPA, founded Minerva Financial Arts in 2009
to serve artists and arts organizations. She is the published author of
Numerically Challenged, a celebrated instructor, and a dedicated devotee
to the creative class.
Belle Marie, CPA, CMA, CIA, CFE, is a professor at Carroll College in
Helena, Montana and enrolled in the Doctor of Business Administration
program at George Fox University. She is a member of the Montana Society
of CPAs and enjoys traveling in her free time.
Monica Matlock, CPA, is a supervisor in the derivatives accounting and
wholesale gross margin analysis area. She is a member of the Wisconsin
Institute of CPAs and very involved in her community.
Robin Nickell McKenzie, CPA, graduated from Auburn University and went
on to pursue a career in public accounting. She currently works for BBVA
Compass in Birmingham, Alabama as an operational risk officer and is a
member of the Alabama Society of CPAs.
Thomas (Tom) McNabola, CPA, is a principal at the Hunter Group CPA
LLC in Fair Lawn, New Jersey and a member of the New Jersey Society of
CPAs. Tom advises individual clients on tax and financial matters. He enjoys
visits to the California wine country when on vacation.
Mackey McNeill, CPA/PFS, has a passion for empowering individuals and
entrepreneurs in building wealth and prosperity. She is president/CEO of
Mackey Advisors™. She is the author of The Intersection of Joy & Money,
named “most life changing book” of the year by the Independent Publishers
Association. She is a member of the Kentucky Society of CPAs and a former
member of the AICPA National CPA Financial Literacy Commission.
John McWilliams, CPA, JD, is a professor of accounting at Golden Gate
University. He is a member of the California Society of CPAs, a past chair of
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its Financial Literacy Committee and a member of the AICPA National CPA
Financial Literacy Commission.
Jason Melillo, CPA, is a partner with the firm of Krost, Baumgarten, Kniss
& Guerrero in Pasadena, California. He is a member of the California
Society of CPAs.
Hannah CK Neidorf, CPA, is a semi-senior at Rucci, Bardaro &
Barrett PC in Malden, Massachusetts. She is a member of the Massachusetts Society of CPAs.
Andrew Newman, CPA, lives in Davis, California and is a member of the
California Society of CPAs. He is dedicated to supporting his community and
to teaching financial literacy concepts to people of all ages. Andrew believes
that financial education should be given the same weight in schools as math,
science, and language literacy.
Thaddius Panik, CPA, CGMA, is a director of learning at Grant Thornton
LLP’s public sector practice in Alexandria, Virginia. He is a member of the
Virginia Society of CPAs, the Society for Human Resource Management,
and the American Society for Training & Development and enjoys traveling
and yoga.
Robin Patino, CPA, is controller at SchoolsFirst Federal Credit Union, with
more than fifteen years of public and private experience. She is a member of
the California Society of CPAs and serves on its scholarship committee.
Greg J. Petyak, CPA, MBA, is assistant professor of accounting at the
University of Pittsburgh at Johnstown and an adjunct assistant professor of
accounting at Saint Francis University. He operates his own CPA practice
and loves to golf. He is a member of the Pennsylvania Institute of CPAs.
Jason Reimschusel, CPA, is an advanced financial analyst at Marathon
Petroleum Corporation in Findlay, Ohio. He is a member of The Ohio
Society of CPAs.
Leslie Rezgui, CPA, is the financial reporting manager for The Spectranetics Corporation. She is a member of the Colorado Society of CPAs and a
2008 Elijah Watt Sells award winner. She loves hiking and watching her
son’s football and hockey games.
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Bruce Rhoads, CPA, from Wyomissing, Pennsylvania, recently retired as a
partner with Herbein+Company, Inc. He continues to work as a CPA consultant with the firm and is also presently serving on the Board of a community bank and with several not-for-profit organizations in the Reading,
Pennsylvania area. He is a member of the Pennsylvania Institute of CPAs.

Doris Rollo, CPA, a graduate of Indiana University, is a sole practitioner
and a member of the Indiana CPA Society. She is married to Dan with
whom she enjoys motorcycling and RVing.
Jody Rorick, CPA, started her own business from scratch more than 15 years
ago. Her firm specializes in daily money management services. Making house
calls, she handles routine “financial housekeeping” tasks. She is a member of
the New Jersey Society of CPAs.
Clar Rosso, CPA, is COO of the California Society of CPAs and CalCPA
Education Foundation. She lead CalCPA’s launch of a financial literacy program and remains a strong advocate for personal finance education. She is a
member of the AICPA National CPA Financial Literacy Commission.
Jeremy T. Roy, MST, has worked in the area of public accounting for 10
years, specializing in tax research and income tax preparation and planning for high-net-worth individuals. He received his bachelor’s degree from
Merrimack College and completed a graduate program at Bentley University with a master’s degree in taxation.
Jonathan D. Ryan, CPA, is a partner with Ryan & McDonald LLP and a
member of the California Society of CPAs. He has 35 years of experience in
public accounting and lives in Pebble Beach, California.
David Sakofs, CPA, is a sole proprietor of a firm that specializes in federal
procurement and accounting matters and a member of the New Jersey Society
of CPAs. He lectures for the Thomson Reuters’ Federal Publication Seminars
on various government topics.
Markus R. Schwab, CPA.CITP, CGMA, is the CFO for the City of Griffin,
Georgia and a member of the Georgia Society of CPAs. He lives in Peachtree
City with his wife and two children. When not working, he volunteers with the
Boy Scouts of America, where his son is a scout.
Terry Seaton, CPA/PFS, CFP®, is the owner/president of Seaton Financial Advisors, LLC, a fee-only wealth management firm located in Saint
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Augustine, Florida. Terry is a member of the Florida Institute of CPAs,
the National Association of Personal Financial Advisors, and the AICPA
National CPA Financial Literacy Commission.
Scott Seegmiller, CPA, has worked in industry for 21 years as CFO of a large
real estate property management company. He mountain bikes twice a week
in the desert surrounding Las Vegas and has six young adult children and two
foster kids. He is a member of the Nevada Society of CPAs.
Rob Seltzer, CPA/PFS, is a sole practitioner based in Los Angeles, California and is a member of the California Society of CPAs. He specializes in
business management for entertainment industry clients as well as taxes and
financial planning.
Wayne E. Silverman, CPA/PFS, is a shareholder with Manning Silverman &
Company in Lincolnshire, Illinois and is a member of the Illinois CPA Society.
He and his wife have four children, and he is a youth sports coach.
Todd Sladky, CPA, MBA, FHFMA, is the vice president of finance and CFO
of Great River Health Systems in West Burlington, Iowa. He was the Elijah
Watt Sells Silver Medalist on the May, 1984 CPA exam and is an accounting graduate of Bemidji State University. Todd and his wife, Kaye, have been
married 28 years and have two college-aged children, Sara and Andrew. An
avid photographer, Todd is most often seen at his children’s sporting events
with camera in hand.
Karen Smith, CPA, of Arizona, worked with wealthy families until she had
her first child. Then she joined the special-needs world and put her training
to work to raise her kids on a limited income. She is a member of the Arizona
Society of CPAs.
Sara D. Smith, CPA, MBA, is CFO at ALPS Corporation and a member of
the Montana Society of CPAs. She graduated from the University of Montana
and received her MBA from the University of Colorado. She lives in Missoula
and loves to ski and bike.
Sarah E. Smith, CPA, was born and raised in McAlester, Oklahoma and
attended the University of Oklahoma where she attained bachelor’s and
master’s degrees in accounting. She married her high school sweetheart,
Jake, and is now mother to three year-old Sebastian. They reside in Norman,
Oklahoma, and she is a personal trainer and teaches Baby Boot Camp, a
stroller-fitness workout. She is a member of the Oklahoma Society of CPAs.
353

Save Wisely, Spend Happily

Harold Sobel, CPA, is a graduate of Bentley College, Massachusetts, where
he received a bachelor’s degree in accounting. He is highly regarded for his
expertise in the area of closely held business and succession planning. He is a
member of the Massachusetts Society of CPAs.
Inez D. Stein, CPA, practices in Norwood, Massachusetts, as a sole proprietor. She is a member of the Massachusetts Society of CPAs. She is also a
certified yoga instructor and a hula dancer.
Craig Steinhoff, CPA.CITP, is a principal with Hill, Barth & King LLC in
Boardman, Ohio. He is a member of The Ohio Society of CPAs, a trustee
of the Ohio CPA Foundation, and a member of the AICPA National CPA
Financial Literacy Commission. Craig enjoys spending time with his wife,
Joelle, and his two daughters, Lauren and Chloe.
Tracy B. Stewart, CPA/PFS, CFF, CFP®, CDFA, has helped more than 100
divorcing couples reach mutually agreeable financial settlements and learn
how to financially recover. She is a member of the Texas Society of CPAs and
the AICPA National CPA Financial Literacy Commission.
Erin Stockwell, CPA, works with Anderson ZurMuehlen & Co., P.C. in Great
Falls, Montana, where she enjoys helping clients navigate today’s tax and
financial planning maze. She is a member of the Montana Society of CPAs.
Paul Sullivan, CPA, is EVP & CFO/Operations at YMCA of San Diego
County in San Diego, California and a member of the California Society of
CPAs. He is a graduate of Washburn University and a longtime YMCA executive in Topeka, Seattle, Houston, and San Diego. His wife and he have three
sons who are all in the Army.
Elise Macy Szalay, CPA, worked in public accounting for four years before
taking her current position in the finance department of a professional
sports franchise.
David F. Tagieff, CPA, was born in Montreal, Quebec and became a chartered accountant in 1965. He moved to Denver, Colorado after being one
of the first chartered accountants to pass the CPA exams under the NAFTA
reciprocity program. He is a member of the Colorado Society of CPAs.
Sandra Terrell, CPA, is the owner of Terrell Accounting, LLC in Springfield,
Missouri. She is a member of the Missouri Society of CPAs and chair of its
Not-For-Profit Committee and enjoys volunteering at her children’s schools.
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Rosie Tomforde, CPA, CFE, is an audit officer at the Arizona State Retirement System in Phoenix, Arizona. She is a member of the Arizona Society of
CPAs and enjoys hiking, especially in the Grand Canyon.
Rob Wagner, CPA, is a tax partner for McGladrey LLP in Wilmington, North
Carolina. He is a past chair and current Board member of Junior Achievement (JA) of the Cape Fear Region and teaches the JA programs to students.
He is a member of the North Carolina Association of CPAs.
Michael Walther II, CPA/PFS, CFP®, CFA, spent the first twenty years of
his career providing objective financial advice to wealthy families. Blessed
with a brother with autism, Mike later founded Oak Wealth Advisors LLC in
Deerfield, Illinois to serve families with special needs members. He is a member of the Illinois CPA Society.
Kemberley Washington, CPA, is an accounting professor at Dillard
University and writes a personal finance blog at kemberley.com. She is
a member of the Society of Louisiana CPAs and her experience includes
working with the IRS.
Diane H. Wightman, CPA, gained experience at Ernst & Young LLP and
began her consulting practice more than 21 years ago. She is a member of the
Colorado Society of CPAs and the chair of its Financial Literacy Committee.
Jimmy L. Williamson, CPA, is a senior partner and stockholder in the
accounting firm of MDA Professional Group, P.C. He serves on the AICPA
Finance Committee and the AICPA Compensation Committee. He is also a
member and past president of the Alabama Society of CPAs and the Northeast Alabama chapter of CPAs. He served as chairman of the AICPA and is a
former member of the AICPA National CPA Financial Literacy Commission.
Jimmy and his wife, Dianne, have two children and seven grandchildren.
Jennifer Wolf is an associate staff accountant-auditor at Berman Hopkins
Wright & LaHam, CPAs and Associates, LLP in Melbourne, Florida. She is
a graduate of the Florida Institute of Technology and is studying to become a
CPA. In her free time she enjoys spending time with her family.
Melinda Workman, CPA, MBA, is an accountant at Coston & McIsaac,
CPAs in Bar Harbor, Maine. She is a member of the Maine Society of CPAs
and is an advocate of empowering individuals and families by encouraging
financial responsibility and budget counseling.
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Leonard Wright, CPA/PFS, is based in San Diego, California and is a
Money Doctor with the AICPA. Leonard is a member of the California Society
of CPAs and the AICPA Personal Financial Planning Executive Committee
and National CPA Financial Literacy Commission. Leonard hosts Financial
Fridays on KLAV 1230 AM in Las Vegas, Nevada.
Kwokyee Wu has been in the finance and accounting profession for 15 years
and has had a wide range of experiences in industries such as energy, investment banking, management, and IT consulting. She has worked primarily for
Fortune 500 companies and volunteers at an elementary school where she
focuses on financial education for kids.
Andy Young, CPA, is a corporate compliance manager at WhiteWave Foods
Company located in Broomfield, Colorado and is a member of the Colorado
Society of CPAs. Outside his immediate work responsibilities, Andy’s professional interests include financial literacy initiatives. Andy also enjoys golf and
spending time with his family, which includes his wife, Karen, and their two
young daughters, Johanna and Eleanor.
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